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CURRENT DEVELOPMENTS AND PROBLEMS IN 
HEALTH INSURANCE 


Rosert R. NEAL 


Health Insurance Association of America 


In an expanding industrial economy, 
such as we have in America today, where- 
in security is dependent upon dollars, 
rather than upon land or family, the sub- 
jects of health care and how to pay for 
it are matters of great concern. One of 
the foremost family economic problems of 
the day is the cost of health care. This 
fact is recognized by both those who pay 
for and those who provide health care 
services. 

Because the cost of medical and hospital 
care are matters of such national signi- 
ficance, health insurance has been and 
will continue to be a social institution of 
growing importance in America. It is 
believed in by more than seven out of 
every ten persons in this country, if one 
may judge by the number of Americans 
who are protected by some form of volun- 
tary health insurance. That number in- 
cludes well over 125 million persons, of 
whom more than half are covered by 
health policies issued by insurance com- 
panies. 

The Health Insurance Association of 
America is comprised of 275 companies 
which write about 80 per cent of all the 
health insurance policies written by insur- 
ance firms. These companies are constantly 
and effectively striving to improve the 
health care financing plans which they 
offer to the public. Their efforts are aimed 
at making available to the American peo- 
ple more and better coverages at a cost 
which the public can pay. 


Insurance is properly regarded as a risk- 
spreading operation in which the indi- 
vidual is protected against many of the 
costs resulting from different types of con- 
tingent occurrences. Issuance of an insur- 
ance policy does not create new dollars 
for the policyholders, but it does provide 
for the redistribution of dollars collected 
as premiums, to cover much of the expense 
produced by misfortune or disaster. 

The medical profession realizes that vol- 
untary health insurance is a sound and 
practical device for financing health care 
costs within the structure of private enter- 
prise. Hence, insurance carriers share with 
medicine and the public, the joint respon- 
sibility for the successful operation of vol- 
untary health coverages. 


Health Insurance for the Aged 


The Health Insurance Association of 
America seeks to promote, by voluntary 
means, sound protection against income 
loss and the costs of hospital and medical 
care. One of the most urgent tasks con- 
fronting the health insurance business, as 
the Association has emphasized repeat- 
edly, is to provide the means for volun- 
tary insurance coverage of the rapidly ex- 
panding segment of the population aged 
65 and older. 

Especially important in this connection 
are current programs for ending the fear 
of older policyholders that their insurance 
will not be renewed because of advancing 
age or deteriorating health. Understand- 
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ably, persons nearing age 65 want to be 
assured of continuing protection against 
extremely high medical expenses during 
the years when their illnesses may be most 
protracted. 

For some time, a number of member 
companies of the HIAA have been devel- 
oping and offering programs specifically 
designed to meet the health financing 
needs of people in the age-65-and-over 
category. Some of the companies which 
have been most aggressive in advancing 
new methods for assisting the aged in pay- 
ing for medical care are Mutual of Omaha, 
Continental Casualty, Fireman’s Fund, 
and American Health Insurance Corpora- 
tion. Insurance companies now can say 
that this coverage is offered to all who 
want and can pay fer it. 


Recommended Principles 


In order to expand the facility of insur- 
ers in improving the health coverage of 
older men and women, our Association, 
over a year ago, recommended the adop- 
tion of the following principles: 


(1) Insurers offering individual and 
family coverage of the cost of health care, 
under contracts which are renewable at 
the option of the insurer, should continue 
and accelerate their progress in minimiz- 
ing the refusal of renewal solely because 
of deterioration of health after issuance. 

(2) Every insurer offering health care 
coverages should make available promptly 
to insurable adults, policies which are 
guaranteed renewable for life. 

(3) Every insurer should develop sales 
programs designed to encourage the sale 
of permanent health care insurance, where 
the need exists for this type of coverage. 

(4) Every insurer offering individual 
and family hospital, surgical, and medical 
care coverages should take steps promptly, 
if it is not presently doing so, to offer in- 
surance coverage to persons now over 
age 65. 





(5) It is essential that voluntary health 
insurance be available to broad classes of 
physically impaired people. Initial insur- 
ance underwriting standards, essential to 
fulfilling the first two of these recommen- 
dations, increase the need for insurance for 
the physically impaired. Otherwise, in the 
future, these people may be deprived of 
health insurance coverage. It is recom- 
mended that each company carefully con- 
sider how it can contribute to the achieve- 
ment of this objective. 

(6) Every insurer writing coverage on 
a group basis should develop and aggres- 
sively promote soundly financed coverages 
that will continue after retirement. 

(7) Every insurer offering coverage on 
a group basis should encourage the inclu- 
sion in the group contract of the right to 
convert to an individual contract on termi- 
nation of employment. 

As was recognized at the time, these 
recommendations required no abrupt de- 
parture from existing practices of the 
health insurance business. Rather, they 
focused attention on the success attained 
by many member companies and urged 
broad-scale adherence to the principles 
already being used. 

Some of these recommendations are 
more difficult to adopt than others; never- 
theless, the Association supported their 
adoption in the sincere belief that their 
wider application would best serve the 
public interest. 


Current Practices 
Confidence in the ability of member 


companies to appreciate the merits of 
the recommendations has been justified 
to an impressive degree. Already in opera- 
tion are plans employing the following 
methods for meeting medical-care needs 
of older people: 


(1) Continuation of insurance on older 
active workers under group health insur- 
ance plans. This practice is general today. 
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Older active workers can be insured if this 
coverage is wanted. 

(2) Continuation of group health insur- 
ance on retired workers and their depend- 
ents, generally with part or all of the 
premium paid by the employer. This cov- 
erage is available today from most ot 
the insurance companies which write the 
large proportion of group health insur- 
ance. Its growth has been rapid since 
1952. In many instances, employers who 
are creating retirement health benefits for 
their active workers are also extending 
the coverage to include former employees 
who already have retired. 

(3) Continuation, on an _ individual- 
policy basis, of coverage originally pro- 
vided by group insurance. This coverage 
may be continued by virtue of the right 
of the employee to convert his group in- 
surance upon termination of employment 
or upon retirement. 

(4) New issuance of group insurance 
at advanced ages. Several insurance com- 
panies have been writing coverage on 
groups of persons already retired. Such 
groups might be associations of retired 
people, such as retired teachers, retired 
civil servants, or Golden Age Clubs. 

(5) Continuation into the later years, 
of individual insurance bought in the pro- 
ductive years. Many insurance companies 
now will permit individual policies, 
bought in the pre-retirement years, to be 
continued in force into the later years. In 
many instances, these policies may be con- 
tinued throughout life on a guaranteed re- 
newable basis. Available coverages in- 
clude hospital expense, special hospital 
service benefits, surgical benefits, and cov- 
erage for physicians’ visits at home or 
office as well as in the hospital. 

(6) New issuance of individually pur- 
chased policies at advanced ages. Many 
insurance companies now issue policies 
at age 65 or over. The age limits vary for 
persons to whom these new policies may 
be issued, with some carriers placing a 


limit at 70, some 75, and many between 
75 and 85. Many other insurers, however, 
have no age limit. Some companies make 
available to persons over age 65, cover- 
age which is guaranteed renewable for 
life. A study by the New York State In- 
surance Department indicates that non- 
cancellable lifetime coverage is available 
up to age 70 and over. The nature of these 
coverages appears to follow the pattern 
already described for policies purchased 
at earlier ages which were made renew- 
able into the retirement years. One sig- 
nificant exception is that one large com- 
pany includes nursing home care in its 
coverage. 

(7) Issuance of lifetime protection that 
becomes paid-up at age 65. Several of 
the large carriers, recognizing the desir- 
ability of individually purchased policies 
which would be paid-up by retirement 
age, are making this type of coverage 
available now. The concept is that of 
enabling the policyholder to buy lifetime 
protection during his productive years, 
when income customarily is greater. 

Many member companies of the HIAA, 
as has been stated, were writing policies 
in line with or similar to the methods 
cited above, even before issuance of the 
recommendations in December, 1958. It 
is apparent from standard insurance pub- 
lications that already: 


(1) At least 175 companies continue 
individual policies beyond age 65, and 
more than 100 companies renew such 
policies for life. 

(2) More than 30 companies write 
guaranteed renewable policies for the 
lifetime of the insured. 

(3) Many companies have voluntarily 
restricted their right to refuse renewal 
because of the physical deterioration of 
the health of the insured. 

(4) Over 100 companies issue new poli- 
cies on an individual basis to persons 65 
years of age or older. 
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(5) A number of companies now offer 
policies which become paid up at age 65. 
The over-age-65 programs of Continental 
Casualty, Mutual of Omaha, The Fire- 
man’s Fund, American Health, and others 
are well known and well received by both 
the public and the insurance business. 


The Future 


The foregoing informsetion, though it 
does not give the complete story, indicates 
an encouraging trend in the direction of 
compliance with the HIAA recommenda- 
tions. It is reasonable to assume that, 
within a few years, most private health 
insurance carriers will have acted to eli- 
minate the older policyholder’s anxiety 
that his coverage will not be renewed 
when he reaches age 65. Moreover, it can 
be expected that coverage of persons over 
age 65 will increase even more rapidly in 
the future. 

Substantiating this optimistic outlook 
are several major considerations, namely: 


(1) The fact that the number of aged 
persons owning voluntary health insur- 
ance increased an average of about 3 per 
cent each year between 1952 and 1957. 

(2) The fact that a delayed reaction is 
inherent in the recent growth of cover- 
age to three-quarters of the population 
now under age 65. 

(3) The fact that there has developed 
an increasing public awareness of the 
value of voluntary health insurance pro- 
tection, and 

(4) The very recent developments be- 
ing brought about by all types of insurers 
and plans in an endeavor to make volun- 
tary health insurance available to all pres- 
ent and future retired persons who need 
and want such protection. 

This expectation of continued rapid ad- 
vances in the expansion of coverage for 
older people is not confined to the health 
insurance business. It is shared by im- 
portant segments of the national business 





community, as President Erwin D. Can- 
ham of the Chamber of Commerce of 
the United States acknowledged recently 
when he said: 

“In the area of services for the elderly, 
we find that the insurance industry is 
wading boldly into the problem of pre- 
payment medical and hospital insurance 
plans. We may confidently anticipate that 
the insurance industry will come up with 
workable programs. It is only about 15 
years ago—and perhaps less—that there 
was an insistent clamor for all-embracing 
government-operated medical and hospital 
insurance for everyone. 

“Private prepayment plens for medical 
care insurance have grown mightily in 
the past decade. Many of those who said 
it couldn’t be done are admitting now 
that it has been done. In the case of the 
aged, of course, there is the especially 
knotty problem of incomes sufficient to 
pay the necessary premiums. For this too, 
however, we may anticipate solution.” 

Bearing out this expression of confi- 
dence is the carefully-weighed estimate of 
the health insurance business regarding its 
own capacity for helping the aged in 
health care financing. J. F. Follmann, Jr., 
the HIAA Director of Information and 
Research, testified on June 18, 1959, be- 
fore the Senate Labor Subcommittee on 
problems of the aged and aging, that by 
the end of 1959 it was expected that some 
60 per cent of the aged who needed and_ 
wanted voluntary health insurance would 
be covered. He cited additional estimates 
anticipating that approximately 65 per 
cent of such persons will be covered by 
the end of 1960 and about 80 per cent by 
the close of 1965. 

Prepayment of medical care costs is a 
matter of growing importance in the bud- 
get planning for American individuals 
and families. The rising volume of pre- 
payment activity was pointed out to the 
Joint Economic Committee, 86th Con- 
gress, in November, 1959, by Markley 
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Roberts, of American University, Wash- 
ington, D.C. In a study paper prepared 
for committee consideration, and entitled 
“Trends in the Supply and Demand of 
Medical Care,” Mr. Roberts wrote: 


“Prepaid health insurance programs 
cover an increasing proportion of the na- 
tion’s private medical care bill. . . . The 
growth of these prepayment plans, en- 
abling families to finance the greater part 
of their medical care expenses on a regular 
budget basis, is a major feature of the 
new pattern of private demand for medi- 
cal care. These programs reflect rising 
demand for medical care, but they also 
contribute to rising demand by financing 
medical care needs, converting need and 
health consciousness into effective de- 
mand.” 


Growth Statistics 


Some figure gathered by the Health 
Insurance Council help to describe the 
spread of voluntary health coverage for 
U.S. residents. The Council, following its 
13th annual survey of such coverage, has 
reported that one and one-half million 
more persons were protected against the 
cost of hospital care in 1958 than in 1957. 
The increase was 1.3 per cent. 

Over two and one-half million more 
persons were covered against the cost of 
surgical care in 1958 than in the year 
before, the Council found. This was an 
increase of 2.3 per cent. 

More than three and one-half million 
additional persons were protected against 
the cost of regular medical care in 1958 
than in 1957, the survey showed. This 
growth amounted to 5 per cent. 

Voluntary protection against the ex- 
pense of hospital care applied to 123,038,- 
000 persons at the end of 1958. That 
number included about 71 of every 100 
persons in this country. 

Voluntary hospital expense insurance 
has expanded to provide larger benefits 
than formerly applied toward the hospital 


daily room-and-board charge. The maxi- 
mum number of days for which these 
benefits will be paid, has increased. Pres- 
ent contracts also include benefits toward 
the payment of nearly all types of extra 
hospital services. 

Surgical expense protection under vol- 
untary plans affected 111,435,000 persons 
as 1958 ended. The contracts for this pro- 
tection generally list the operations for 
which benefits are provided, with the 
maximum amount payable toward each. 
During 1958, the trend toward more 
liberal surgical expense coverage contin- 
ued, and scheduled benefits payable under 
surgical contracts increased. 

At the end of 1958, there were 75,395,000 
persons with voluntary protection against 
regular medical expense. A growing num- 
ber of these medical expense contracts 
offer protection against the cost of such 
items as diagnostic X-rays and examina- 
tions, and laboratory fees. 

By far the greatest number of persons 
protected against hospital, surgical, and 
regular medical expense in 1958 were 
insured under insurance company and 
Blue Cross-Blue Shield contracts. Five 
different types of independent plans—in- 
dustrial, community, consumer-sponsored, 
private group clinics, and college health 
plans—protected the remainder of per- 
sons who are covered by voluntary health 
insurance. 

As a further solution to the problem of 
high expenses created by illness or acci- 
dent, both group insurance plans and 
individual policies of insurance companies 
provide loss-of-income protection for wage 
earners. On December 31, 1958, insurance 
company group plans and individual poli- 
cies provided this protection to almost 32 
million wage earners. With the addition 
of persons covered by formal paid sick 
leave plans, union-administered plans and 
under employee mutual benefit associa- 
tions, almost 42 million people had loss of 
income protection at the end of 1958. 
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Voluntary health insurance benefit pay- 
ments toward hospital and medical care 
costs and income-loss replacement are 
growing at an even faster rate than the 
number of persons with health insurance. 
There was a 9.8 per cent gain in total 
health insurance benefits paid in 1958, 
over the previous year. This compares 
with the 1.3 per cent rise in the number 
of persons with hospital expense protec- 
tion. 

Insurance companies, Blue Cross-Blue 
Shield plans, and independent plans paid 
hospital expense benefits of $2,589 mil- 
lions in 1958. These insuring organizations, 
in the same year, paid $1,294 millions in 
surgical and medical expense benefits. 
Insurance companies alone disbursed $782 
millions in loss-of-income benefits. 

Generally, a greater proportion of per- 
sons living in industrialized areas have 
health insurance protection than do those 
living in rural communities. In recent 
years however, gains have been consider- 
able in the extension of this protection to 
persons in rural communities. Today, only 
10 states have less than 50 per cent of the 
civilian population covered by some form 
of voluntary health protection. 


Federal Government Interest in 
Health Insurance 


In the light of the growing complexity 
of the social and economic ramifications 
of health insurance, federal government 
interest in the operations of companies 
offering hospital and medical care cover- 
age extends far beyond the mere weighing 
of government tax revenues derived from 
these enterprises. The extent of that inter- 
est and some of the effects which it may 
preduce have been more clearly observed 
since the 86th Congress convened in Janu- 
ary, 1959. 

In that month, when the Senate Com- 
mittee on Labor and Public Welfare was 
organized, a subcommittee was formed, 
for the first time, to study problems relat- 


ing to the aged and the aging. The chair- 
man of this subcommittee, referred to 
earlier in this article, is Senator Patrick V. 
McNamara (Mich. D.). The group was 
authorized to study: Major problems of 
the aged; existing programs for dealing 
with problems of the aged; the present 
Federal role in regard to problems of the 
aged; and any added Federal programs 
“which should be undertaken to help 
solve the probleins of the aged.” 

Health insurance companies, fully aware 
of the need for plans which assist the aged 
in controlling their health care costs, have 
noted carefully the activities of this sub- 
committee. Through last December 11, 
it had conducted public hearings in seven 
cities, gathering material for the subcom- 
mittee’s prospective legislative program 
for 1960. 

The activities of the subcommittee and 
statements of some of its members indi- 
cate a willingness to load upon the Social 
Security structure a medical and surgical 
insurance burden. This constitutes an ex- 
ample of the threat of federal encroach- 
ment into an area for which the health 
insurance carriers feel not only a responsi- 
bility but one in which they are convinced 
the voluntary system can perform ade- 
quately. The threat can be seen to an 
even greater degree in the proposed For- 
and bill, H.R. 4700. 


The Forand Bill 


A superficial examination of the bill 
indicates that it would prescribe benefits 
of apparent merit for the aged. A more 
careful consideration of what the bill does 
and does not do, shows that its passage 
would serve neither the aged, who need 
help most, nor the public generally. 
Briefly, this bill would provide health in- 
surance for recipients of old age and 
survivors’ insurance and for others eligible 
for Social Security payments. This pro- 
gram would include 60 days’ hospitaliza- 
tion per year, up to 120 days of nursing 
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home care, and protection against the 
costs of certain types of surgery. 

The Forand bill presently remains be- 
fore the House Ways and Means Com- 
mittee, which has immediate responsibility 
for the measure because of its relationship 
to Social Security taxation. Extensive con- 
sideration of the bill is anticipated during 
the 1960 congressional session. 

A measure of this type has political 
appeal, a highly important factor during 
a national election year. But its enact- 
ment might well jeopardize the entire So- 
cial Security system. 

The bill would necessitate an increased 
weight of social insurance taxes on both 
employers and employees. Of at least 
equal importance is its failure to reach 
the only real problem, i.e., the more than 
four million persons past retirement age 
who are not eligible to receive old age 
insurance benefits. Within this large group 
are most of the indigent aged who are 
least able or are unable to pay the costs 
of health care. 

The cost envisioned in the Forand bill, 
even by the estimate of the U.S. Depart- 
ment of Health, Education and Welfare, 
would amount to $1,121 millions in the 
first year the plan is in operation. But 
the Health Insurance Association of 
America, on the basis of actuarial esti- 
mates, places the first-year cost between 
$2,074 and $2,387 millions. After the initial 
year, the cost would soar, as more persons 
become Social Security beneficiaries and 
as health care costs continue to rise. 

Even without the addition of these 
enormous costs, the Social Security taxes 
are going up sharply. As of January 1, 
1960, a worker covered by the system, 
earning at least $4,800 a year, must pay a 
tax of $144. The levy on his employer must 
match that on the employee’s earnings. 

By 1969, when the presently scheduled 
tax increases become effective, the tax 
will be $216 for the worker earning 
$4,800 and $216 for the employer. Past 


experience indicates, however, that the 
Congress, in response to pressure for 
broadening Social Security benefits, may 
see fit to raise the taxable base amount 
as well as the tax rate. 

In addition, it has been pointed out by 
some that in Canada and Great Britain, 
compulsory health insurance has resulted 
in extra-utilization and consequent over- 
burdening of hospital facilities. More- 
over, it is obvious that the Forand bill 
ignores the rapid rate of growth of volun- 
tary health insurance, some of the achieve- 
ments of which have already been named. 


White House Conference on Aging 


It is obvious that the over-all problems 
of the aged are extremely complex. One 
of the more pressing of these problems, of 
course, is that of providing adequate 
means of health care financing for these 
older people. But all the problems of the 
aged and aging are so interrelated that 
they should be considered in total, not 
piecemeal. It may be that a study, such 
as would stem from the White House 
Conference on Aging, authorized by the 
Congress, would indicate that no legisla- 
tion for the aged is necessary. 

The Conference is to be held in Wash- 
ington, D.C., in January, 1961. Following 
individual state conferences, some of 
which have already taken place, some 
3,000 delegates will be selected to attend 
the sessions in Washington. 

There is every wish on the part of the 
insurance business to share in achieving 
the purposes of the Congress in authoriz- 
ing the White House Conference. This 
business is fully cognizant that the prob- 
lems of the aging population are serious 
and numerous enough to justify analysis 
and debate on the national level. 


The Voluntary System or Government 
Intervention 


The foregoing examples—the Mc- 
Namara subcommittee action, the Forand 
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bill, and the forthcoming White House 
Conference—are conspicuous reminders 
that voluntary health insurance faces a 
particularly severe threat. There is little 
doubt that the most serious problem of 
health insurance is the possibility of Fed- 
eral intervention. 

Should that intervention occur, the 
Government would take over a large and 
important area which has been the respon- 
sibility of the enterprise system. The es- 
tablishment of Federal administrative 
machinery to operate health insurance 
programs possibly could be the forerun- 
ner of government intervention in other 
fields of insurance. Workmen’s compensa- 
tion, the casualty lines, and life insurance 
could and likely would become targets 
of further Federal encroachment. 

Admittedly, the issues involved are 
broad, and it is not easy to deal with 
them. The main objective to be served 
is the public interest. The basic issue, 
then, is whether the voluntary system, 
which has achieved so much for so many 
millions of people in so short a span of 
years, is to be permitted to demonstrate 
that it can and will continue to serve the 
public interest with greater effectiveness 
and at lower cost than can the cumber- 
some, rigid, and expensive methods 
which would be employed by those who 
advocate governmental intervention. 


The Health Insurance Institute and 
the Health Insurance Council 


A discussion of the important activities 
of the health insurance business would be 
incomplete without a description of the 
Health Insurance Institute. Ultimately, it 
is the public that should decide whether 
the voluntary method of meeting health 
care costs is preferable to the inflexible 
and costly procedures of government-ad- 
ministered health care. The Institute is 
the public relations instrumentality of the 
Health Insurance Association of America. 

The mission of the Institute is to present 


to the public the accomplishments and 
improved services of voluntary health in- 
surance agencies. Special attention is paid 
to the advances progressively being made 
in services offered by the insurance com- 
panies. Activities of the Institute are di- 
rected toward the development of better 
public understanding and the strengthen- 
ing of public confidence in health insur- 
ance. 

The Institute, organized in 1956, is 
achieving success in becoming identified 
as a central health insurance information 
source. Educators and the press, in par- 
ticular, are increasingly aware of the 
Institute’s capacity for providing factual 
material about voluntary health insurance. 

In its first school year of full activity in 
the educational field, the Institute sup- 
plied to students one million booklets of 
health insurance information. More than 
100,000 of these were distributed to col- 
lege-level students in courses of insurance, 
general economics, business administra- 
tion, sociology, and home economics. 

College and high school students and 
their teachers have responded favorably 
to the availability of the Institute’s services 
in the educational field. Growing numbers 
of inquiries are being received from stu- 
dents and instructors who are doing ad- 
vanced research, writing term papers and 
gathering background material for de- 
bates. 

A film entitled “Dollars For Health” 
has proved a valuable teaching aid, serv- 
ing as a text for classroom discussion of 
health insurance. It has been used by 
teachers in courses on social studies, busi- 
ness education, mathematics, and home 
economics, A number of professional pub- 
lications, including the Bulletin of the 
Association of Secondary School Princi- 
pals, have published favorable reviews of 
this film. 

A sample file of policy kits of casualty, 
fire, health, and life insurance policies is 
available to college students and teachers 
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of insurance. This file was prepared 
through the joint efforts of the Health 
Insurance Institute, the Institute of Life 
Insurance, the Association of Casualty and 
Surety Companies, the National Board 
of Fire Underwriters, and the American 
Association of University Teachers of In- 
surance. 

Editors, writers, and reporters are mak- 
ing increasing use of information provided 
by the Institute as they prepare stories 
on the financing of health care. The Insti- 
tute gives specialized aid to writers and 
editors through its press information 
service. This service reports news of the 
health insurance business and points out 
how insurers help the public to finance its 
health care costs. 

Since January, 1959, the Institute has 
published “Health Insurance News,” a 
monthly scheduled news release, con- 
taining news and feature stories on health 
insurance and related topics. This release 
is mailed to the daily, weekly, and labor 
press, feature and science editors, colum- 
nists, insurance and other magazines, and 
hospital and medical publications. 

Requests are received frequently for 
special material to be presented in maga- 
zine articles and in books. The Institute 
works with authors of text books, covering 
many aspects of health insurance. 

Material tailored to the needs of spe- 
cific publics is produced by the editorial 
service of the Institute. Two of the most 
popular examples of this special material 
are the consumer booklets, “Your Health 
Insurance Needs,” and “ABC’s of Health 
Insurance.” 

From May, 1958, through November, 
1959, “Your Health Insurance Needs” was 
sent to 60,000 persons. It has been dis- 
tributed to insurance companies, their 
agencies and branches, to libraries, uni- 
versities, hospitals and clinics, and to many 
hundreds of individuals who have written 
to request it. 

Some 125,000 copies of “ABC’s” were 


distributed from October, 1957, through 
November, 1959, on request. The booklet 
has been sent out through deans of wom- 
en’s colleges, schools of nursing, state 
nurses’ associations, agricultural extension 
services, home economics groups, YWCA 
and YMCA leaders, federated women’s 
clubs, and other organizations. This publi- 
cation is distributed for the Institute by 
the Women’s Division, Institute of Life 
Insurance. 

The Health Insurance Institute and the 
Health Insurance Council work coopera- 
tively on programs for the doctor-hospital 
publics. The Council, of which the Health 
Insurance Association of America is a 
member, was set up by the insurance 
business as a central information source. 
Comprising eight insurance associations, 
the Council provides technical and prac- 
tical help to hospitals and to doctors and 
other persons in the health care field, on 
the development and use of health insur- 
ance. 

Through the mechanism of the Coun- 
cil, insurance companies are expanding 
their educational programs for the doctor- 
hospital publics. To accelerate contact 
with doctors and hospitals at the local 
level, the Council established a state com- 
mittee program. In order to give direction 
to these state committee activities, it has 
developed guides for use in discussions 
with doctors and hospital personnel. 

The Health Insurance Institute pro- 
vides public relations guidance to the 
Council and prepares and distributes its 
publications. Some of the projects which 
the Institute has developed for the Coun- 
cil are: 


(1) A report entitled “Increasing Pro- 
tection for the American Public.” This 
leaflet was distributed initially and by re- 
quest to some 100,000 educators, librar- 
ians, editors and other newspaper people, 
government and civic leaders, labor 
unions, doctors’ groups, hospitals, insur- 
ance firms and associations. 
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(2) “The Extent of Voluntary Health 
Insurance Coverage in the U.S., as of De- 
cember 31, 1958.” This booklet was dis- 
tributed to the same groups. 

(3) “Your State Committee in Action.” 
This is a manual for the Council’s state 
committeemen. 

(4) A booklet, “Simplified Claim Forms 
—A Report to the Physician.” It gives 
details of the development and use of 
standardized attending physicians’ state- 
ments. 

(5) The Institute edits the hospital 
bulletin service, “Health Insurance—In- 
formation for Hospitals.” This informa- 
tion is published periodically and is sent 
to hospital administrators. 


A very recent publication prepared by 
the Institute is the first edition of the 
“Source Book of Health Insurance Data,” 
the first such fact book of its kind. Com- 
prising 80 pages of text and tables of data, 
it documents the rapid growth of health 
insurance in the United States. It de- 


scribes in detail, the role performed by 
health insurance in protecting people 
against the costs of disabling illnesses and 
accidents. 

The Source Book is attracting the at- 
tention of the news media and of govern- 


ment agencies and is expected to serve as 
a reference work for groups and individ- 
uals in many fields. Copies of the book 
and of the other material mentioned above 
may be obtained from the Health Insur- 
ance Institute, 488 Madison Avenue, New 
York 22, New York. 

This description of the activities of the 
Health Insurance Institute demonstrates 
the wide range of publics with which the 
health insurance business now recognizes 
it must deal in bringing the facts and the 
full story of voluntary health insurance 
to those who should ultimately decide 
whether the voluntary method or govern- 
mental intervention is to be pursued. In 
the rapid growth of voluntary health in- 
surance in so short a span of years, it has 
been difficult for voluntary insurance itself 
to grasp the full significance and a com- 
plete factual understanding of its social 
and economic contributions to the nation. 
Rapid strides are now being made in this 
direction, however, in part through the 
Institute’s operations. It is hoped that the 
information and understanding which can 
be developed through these mechanisms 
will bring voluntary insurance into proper 
focus in the eyes of insurers and the public 
alike. 
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Social insurance in the United States 
embodies many types of programs, such 
as Old-Age, Survivors, and Disability In- 
surance, unemployment insurance, work- 
men’s compensation, and cash sickness 
benefits. This paper deals primarily with 
OASDI, which is frequently, although not 
accurately, referred to as being “Social 
Security.” This program has had essen- 
tially the same basic character through- 
out its almost 25 years of operation. There 
has been, however, broadening of the 
types of employment covered, growth in 
the varieties of benefit protection pro- 
vided, and, to a limited extent, increases 
in the size of the benefits relative to earn- 
ings. 

This paper will discuss first the attitude 
of the general public and of the Congress 
toward the OASDI program, the develop- 
ment of the system, and its possible future 
trends. Then changes that may be con- 
sidered in the next session of Congress 
will be surveyed, especially pending pro- 
posals to provide hospitalization and re- 
lated medical benefits under the OASDI 
system. Finally, the disability benefit ex- 
perience to date will be analyzed, and a 
brief discussion will be given of the effects 
of social insurance on inflation. 


Purposes of Social Insurance 
The basic philosophy of OASDI, as I 
view it, is to provide benefit protection 


1 Due to Mr. Myers’ absence from the Country, 
his paper was read by John Paul Jones, Assistant 
Chief Actuary, Social Security Administration. 


against long-range risks of a catastrophic 
nature for as much of the population as 
possible. The theory is that the benefit 
level should be suff cient, along with other 
personal income and assets, to produce a 
reasonable minimum standard of subsist- 
ence for the vast majority of beneficiaries, 
this to be financed by equal contributions 
from workers and employers. 

It is generally agreed that social insur- 
ance benefits should provide only a mini- 
mum floor of protection against the vari- 
ous risks covered. There is, however, a 
great diversity of opinion as to how far 
apart the floor and the roof should be. At 
one extreme are those who believe that 
the floor should be so low as to be vir- 
tually nonexistent. At the other extreme, 
some believe that the floor should be high 
enough to provide a comfortable standard 
of living by itself, disregarding any eco- 
nomic security that private or group 
methods might provide. The middle 
ground, perhaps, is that the benefits un- 
der a social insurance system, in combi- 
nation with other income and _ assets, 
should be sufficient to yield a reasonably 
satisfactory minimum standard of living 
for the great majority of individuals. Then, 
any small residual group with basic necds 
still unmet, should be provided for by sup- 
plementary social assistance. 


Public Attitude as to OASDI 


The great majority of persons in the 
United States, and their elected represen- 
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tatives in Congress, are, in my opinion, 
well satisfied with the fundamental char- 
acter and operations of the OASDI sys- 
tem. There are some supporters of the 
Townsend Plan and similar movements, 
who want a universal pension system, with 
large payments starting at an earlier age 
than do those under OASDI. On the 
other side, a small minority is completely 
opposed to any governmental provisions 
for economic security, except possibly 
with a harsh means test. 

That the vast majority of the people in 
the country seem to approve thoroughly 
of OASDI should not be taken to imply 
that all of them adequately understand its 
underlying principles and methods of 
operation. In one sense, an analogy can 
be drawn with many other complicated 
mechanisms of our modern life such as 
television, automobiles, and even life in- 
surance policies. Few people thoroughly 
understand how they operate, but most 
people are satisfied with the results. 


Basic Principles of OASDI and 
Other Plans 


The basic principles of OASDI, as I 
see them, are (1) the system is joint-con- 
tributory; (2) the benefits are earnings- 
related on a weighted basis; (3) the bene- 
fits have a large measure of social ade- 
quacy as contrasted with individual 
equity; (4) the financing is on a self- 
supporting basis from the contributions 
provided; and (5) a trust fund is devel- 
oped from the accumulated excess of in- 
come over outgo. 

By “joint-contributory,” I mean that the 
cost is shared equally by employer and 
employee (although the rate for the self- 
employed, 75% of the combined employer- 
employee rate, is a compromise). The 
benefits are related to earnings, although 
not directly, so that those with lower 
earnings receive proportionately higher 
benefits, in recognition of the “floor of 
protection” concept. The social adequacy 


of the benefits is augmented further by 
the fact that, for those who meet minimum 
coverage requirements, benefits are not 
proportional to length of coverage. Thus, 
benefits payable to those retiring now are 
virtually as high as will ultimately be 
available. 

The development of another of our 
national programs, the Railroad Retire- 
ment system, has been more in line with 
the principle of individual equity, and 
thus it includes some features often 
found in private pension plans. For in- 
stance, retirement and disability benefits 
are directly proportional to length of cov- 
ered service, and total benefits paid are 
guaranteed to equal at least the total em- 
ployee contributions. 

The Civil Service Retirement system 
(and, to a certain extent, many similar 
plans for State and local government em- 
ployees) tends to be much closer to a 
private pension plan than to social insur- 
ance. Nevertheless, certain elements of 
social insurance have been introduced 
into this plan, possibly because of a fear 
among certain groups of “encroachment” 
by OASDI. Thus, in many cases, CSR dis- 
ability and survivor benefits bear little re- 
lationship to length of service but rather 
are based on social adequacy principles. 

The earnings-related nature of OASDI 
results in the necessity for the detailed 
keeping of records of past earnings. Some- 
times criticism is made that administrative 
expenses would be lower if a less complex 
system had been adopted. In my opin- 
ion, this point is countered by the fact 
that, for example in 1958, direct and in- 
direct expenses for collecting contribu- 
tions, maintaining records, and paying 
benefits, represented only 2.4% of the bene- 
fit disbursements. Improved administra- 
tive operating techniques, coupled with 
improvements in office machines, includ- 
ing greater use of electronic data process- 
ing equipment, have kept the administra- 
tive costs at a low level. 
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Under the important self-supporting 
financing principle, the entire cost of the 
system is to be borne by the covered indi- 
viduals and their employers, with no con- 
tributions from the Federal Government 
(except as an employer of certain covered 
workers). The contribution rates are to 
rise in the future, following a specific 
schedule set forth in the law. Because of 
this and because of the social-adequacy 
character of the benefits, along with the 
very liberal qualifying requirements in 
the early years of operation, the total trust 
fund accumulated is, and will continue to 
be, relatively small. 

The OASDI contribution (or tax) 
schedule is reviewed from time to time to 
determine whether it should be revised 
because of the actual experience or be- 
cause of any modifications deemed ap- 
propriate in the assumptions used. A sim- 
ilar review is undertaken when major 
amendments in the benefit or other pro- 
visions are under consideration, to deter- 
mine whether revision in the contribution 
schedule is needed for the maintenance 
of the actuarial balance of the system. 

The self-supporting financing principle 
is an important factor in connection with 
the control of the overall costs of the sys- 
tem. At all times, Congress has attempted 
to keep the system on a self-supporting 
basis by balancing the present values of 
benefits and of contributions plus the fund 
on hand. 


Misunderstandings of Basic Principles 
of OASDI 

There has been some misunderstanding 
on the part of the general public as to the 
nature of these basic principles of the 
OASDI program. The rising contribution 
schedule, with its low rates in the early 
years, undoubtedly led some people to 
think that the system had a low cost. This 
was especially so during the 1940’s, when 
the combined employer-employee tax rate 
was frozen at the initial 2% scheduled for 


1937-39. People looked at this low rate 
and urged that there should be much 
higher benefits, with such liberalization to 
be financed by raising the low contribu- 
tion rate then in effect. Such misunder- 
standing has lessened greatly in recent 
years, as the combined employer-employee 
contribution rate currently payable has 
risen, according to the schedule contained 
in the law, until it is now 5% and will rise 
to 6% in January 1960. In fact, very little 
has appeared in the press or in letters 
from covered persons in regard to this 
scheduled increase, which is perhaps an 
indication of the growing public knowl- 
edge about the financing of the system. 
This tends to rebut the arguments of 
those who claim that as the tax schedule 
rises, there will be irresistible demands for 
increased benefits. 

Another misconception has arisen 
through failure, by some people, to dis- 
tinguish between social insurance on the 
one hand, and banking, individual insur- 
ance, and group insurance on the other 
hand. The view has often been expressed 
that the contributions should be refunded 
if the eligibility conditions have not been 
met. More significantly, it has been sug- 
gested by others that the old-age benefits 
should be available without a retirement 
test, because “they had been bought and 
paid for” by the contributions of the indi- 
vidual worker involved. Undoubtedly, 
this confusion will always be present in 
the minds of some people. It does seem 
to be lessening with the continuing ex- 
planation of the program that is being fur- 
nished the public through various chan- 
nels, governmental and otherwise. 

In recent years, perhaps the most sig- 
nificant public misunderstanding of OAS- 
DI has been in regard to its financing. On 
the one hand, there are some who say that 
the accumulated $23 billion in the trust 
funds, separate ones for the old-age and 
survivor benefits and for the disability 
benefits, is a huge surplus that should be 
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divided among the current beneficiaries. 
On the other hand, and much more im- 
portantly, there has been criticism that 
the program is financially unsound. To a 
certain extent, this latter type of criticism 
has always been present when people 
have considered the system as being sim- 
ilar to individual insurance. Under the 
latter, funds must always be available to 
the extent that if the business is termi- 
nated, there will be enough on hand to 
pay off the accrued liabilities. Under a 
national compulsory social insurance sys- 
tem, continuity of operation can be as- 
sumed, and the test of financial soundness 
is whether the proposed future income 
from taxes and from interest on invest- 
ments will be sufficient to pay the antici- 
pated expenditures. Thus, it is quite 
proper to rely both on receiving contribu- 
tions from new entrants and on paying 
benefits to them. When these additional 
assets and liabilities are considered, the 
OASDI system has always been estimated 
to be substantially in actuarial balance. 
This situation is true, despite certain 
facts that would bode ill for the system 
if it were a private pension, financed along 
traditional (and appropriate ) lines. First, 
the computed unfunded, accrued liability 
for present members is about $300 billion. 
Second, the present value of benefits for 
current beneficiaries is about 3 times the 
funds on hand. These concepts, which 
are necessarily of such significance in pri- 
vate pension plan financing, are not 
controlling in social insurance financing 
although they are of some intellectual in- 
terest. In any event, the results of apply- 
ing these concepts should be studied and 
explained, so as to make clear the neces- 
sary, and desirable, distinctions between 
social insurance and private insurance. 
Another criticism often directed at 
OASDI financing, comes from lack of 
understanding of the investment principle 
of its financing. It is stoutly maintained 
by some persons that the trust funds are 


non-existent, having been lent by one 
branch of the government to another, and 
used for current expenditures. It is 
claimed, then, that only a paper recog- 
nition of the debt exists, and that future 
direct taxation will be required to pro- 
vide repayment with interest. Actually, 
this same objection could be made to any 
form of investment by any organization 
or individual, since borrowed funds gen- 
erally are used for current expenditures 
of one kind or another. The customary 
recognition of any debt is a contract form, 
as for example a bond issue. The repay- 
ment of any debt must be made from 
payments secured for services rendered or 
goods provided. An individual, investing 
in the bonds of a corporation, may very 
well be also a customer of that corpora- 
tion, helping to repay his own investment 
with interest. Few would seriously suggest 
revision of the economic system so that 
no such event could occur. 

Government borrowing needs are for 
various purposes independent of OASDI. 
Future direct taxation will be required in 
order for the government to meet its debt 
obligations, but not because of OASDI. 
There is no additional government debt 
created by the existence of this system. 
In the complete absence of OASDI, the 
same amount of government borrowing 
would be required, and about the same 
amount of direct taxation required later. 
In fact, to the extent that the funds’ in- 
terest earning rates are less than the gov- 
ernment would be required to pay else- 
where, less future direct taxation will be 
required. 

Criticism of the financial soundness of 
the system has been particularly preva- 
lent in the last few years, during which 
time outgo has been somewhat higher 
than income. This has been particularly 
the case when only the OASI Trust Fund 
is considered, since the DI Trust Fund 
has been growing steadily. Our estimates 
indicate that, beginning in 1960, and for 
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many years to come, this situation will be 
reversed, as the increases in the contribu- 
tion schedule take effect. The Advisory 
Council on Social Security Financing, es- 
tablished in accordance with the pro- 
visions of the 1956 Amendments, reported 
at the beginning of 1958. Its major find- 
ings were that the method of financing 
OASDI is sound and that the present con- 
tribution schedule makes adequate pro- 
vision for meeting the costs of the pro- 


gram. 
Future Changes in OASDI 


What changes are likely to be made in 
the OASDI program in the coming ses- 
sion of Congress and in the years to come? 
Many proposals have been advanced in 
the past, and many continue to be urged 
currently. Some of these are made without 
regard to cost implications; others would 
make changes within, or very little above, 
the present financing provisions; and still 
others would raise the cost level of the 
program appreciably to match the pro- 
posed benefit liberalizations. 


General Benefit Level and Scope 


Some influential students of social se- 
curity believe that the floor of protection 
concept should be redefined to a signifi- 
cantly higher level, and that certain new 
types of benefit protection should be 
added. For instance, one such proposal 
would raise the OASDI benefit level so 
that a single person would receive about 
50% of his recent earnings and a married 
person about 75%. Moreover, such benefit 
rates would be applicable to the vast ma- 
jority of covered individuals, since the 
proposal would raise the maximum earn- 
ings base considerably above the present 
$4800. Furthermore, proposals have been 
made to add many other types of social- 
benefit protection, either as part of OASDI 
or independently thereof. 

If the benefit levels and protection were 
to be so increased, serious question could 


be raised as to whether there would be 
any sizeable role remaining for private 
pension plans, employee benefit plans, and 
individual savings. Under such circum- 
stances, what would be the effect on indi- 
viduals’ characters and on the national 
economy, under our existing form of so- 
ciety and government, if private savings 
and investments would be substantially 
diminished. Any such moves, however, 
are not likely to have serious consider- 
ation, at least as to full action, in the im- 
mediate future, although attempts might 
be made to reach these goals on a step- 
by-step basis. 


Retirement Test 


If public opinion on desired changes in 
the OASDI system were measured by the 
number of bills introduced in Congress, 
the popularity leader by an overwhelm- 
ing margin would be the repeal or drastic 
liberalization of the retirement test. In 
the past, the Congressional committees 
responsible for legislation dealing with 
OASDI have recommended only moderate 
changes in this provision, apparently rec- 
ognizing that most of the public criticism 
has been due to misunderstanding. Fur- 
thermore, interested national groups, such 
as labor organizations and business asso- 
ciations, have always strongly favored a 
retirement test. 

The major reason for the retirement test 
is that the OASDI program is designed to 
provide benefit protection against pre- 
sumed loss of earnings arising from the 
risks covered by the program. This basis, 
insofar as retirement benefits are con- 
cerned, naturally differs from private in- 
surance, which necessarily provides an- 
nuities at a prescribed fixed age. 

Cost considerations are also important 
in connection with the retirement test. 
The increased cost is substantial (about 
1 percent of payroll on a level-premium 
basis) if benefits would be payable upon 
attainment of age 65, rather than only 
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on retirement thereafter. In addition, pay- 
ing benefits to fully-empioyed persons is 
not socially necessary. On the other hand, 
to pay partial benefits, or even possibly 
full benefits in certain cases, to those in 
part-time or low-paid employment, may 
be desirable. It is in this area that the 
real problem exists. In essence, the re- 
tirement test is a condition of eligibility 
for benefit receipt and should not be 
viewed solely as a prohibition of benefit 
payment (or for that matter, as a prohibi- 
tion against working). 


Disability Benefits 

The disability benefit program has now 
been in operation for about 2% years. The 
limited experience has been quite favor- 
able, as compared with the initial cost 
estimates. The number of disability bene- 
ficiaries now on the roll and the number 
becoming disabled each year, are consider- 
ably lower than under the original inter- 
mediate-cost estimate. There have been a 
number of proposals further to liberalize 
these benefits, which were first enacted 
on a very limited and strict basis, al- 
though they were liberalized by the 1958 
Amendments. The latter added depend- 
ents’ benefits, eliminated offsets when 
other governmental disability benefits are 
received, and liberalized the insured status 
requirements. In order to evaluate pro- 
posals for changes in these benefits, it will 
first be of interest to consider the avail- 
able experience under this program. 

Three factors are involved in consider- 
ing disability experience: (1) the num- 
bers of persons who are insured for dis- 
ability benefits, (2) the rates of becoming 
disabled, and (3) the rates of termination 
of disability beneficiaries (by death, re- 
covery, or attainment of the minimum 
retirement age). Little experience is now 
available about termination rates. On the 
other hand, there is now fairly good indi- 
cation about the other two factors for the 
first year of operation of the program. 

It is much more difficult to select rea- 


sonable assumptions for disability cost 
estimates for a new program than to make 
assumptions for programs providing re- 
tirement and survivor benefits. The latter 
are influenced by such factors as mor- 
tality and retirement rates, which can be 
estimated quite accurately within a rela- 
tively narrow range of variation. On the 
other hand, rates of becoming disabled 
and rates of mortality and recovery for 
disabled persons are subject to wide fluc- 
tuations. They are affected by such ele- 
ments as interpretation of the definition 
of disability, economic conditions, public 
awareness of the benefits available, and 
psychological outlook of the covered per- 
sons. In fact, it has been stated, quite 
properly, that potential disability costs 
can be determined only by instituting the 
plan and then studying its experience for 
several years. Even this, however, is not 
necessarily sufficient to give a complete, 
accurate picture, as many past disability 
experiences have evidenced. 

The disability incidence rates for men 
disabled in 1956 (based on awards through 
1958, with an adjustment for the relatively 
small number of such cases to be awarded 
subsequently ) have been very close to the 
assumed rates of the intermediate-cost 
estimate. For women, the actual experience 
has tended to approximate the assumed 
rates in the low-cost estimate. In fact, the 
female disability rates actually experi- 
enced have been about 25% lower than the 
corresponding male rates, whereas the 
cost estimates assumed that the female 
rates would be 50% to 100% higher, as has 
been the case in most disability experi- 
ences. 

The population which possessed dis- 
ability insured status in 1957, was con- 
siderably lower than estimated, namely 
by about 25% for men and by about 45% 
for women. It should be recognized, how- 
ever, that in the future there will be more 
people with disability insured status, as 
a result of the liberalization in the 1958 
Amendments which eliminated the re- 
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quirement of currently insured status. 
Thus, it is apparent that a major reason 
for the actual experience in the DI pro- 
gram being lower than the original esti- 
mate, is that the population insured for 
disability benefits was over-estimated. 

It is interesting to note that the male 
disability incidence rates under OASDI 
in 1956, were about 10% higher than the 
corresponding rates experienced under 
the Railroad Retirement system in respect 
to permanent and total disability. This 
latter program also pays benefits for occu- 
pational disability, the rates for which are 
about double those for permanent and 
total disability. 

On the basis of this analysis, it has been 
possible to prepare new cost estimates for 
the DI program. The previous estimates 
have been revised to take into account 
the actual experience as to disability inci- 
dence rates and the “disability insured” 
population. The male disability incidence 
rates were used without change, and the 
corresponding female rates were taken to 
be the same as the male rates (i.e. some- 
what above the experience). Account has 
also been taken of the actual experience 
for dependents’ benefits. As a result, the 
level-premium cost of the DI system, as 
it is constituted following the 1958 Amend- 
ments, is reduced from the original figure 
of .50% of payroll, according to the inter- 
mediate-cost estimate, to .37% of payroll. 

It is appreciated that there are dangers 
in relying too much on the early experi- 
ence of a disability program, as evidenced 
by the experience of the life insurance 
companies in the 1920's and early 1930's. 
But their difficulties were caused by a 
number of factors not likely to occur in 
the DI program, such as a severe economic 
depression, over-liberal indemniting due 
to competition, unfavorable court de- 
cisions, and difficulties in controlling cases 
where the beneficiary recovered sufl- 
ciently to be employed. 

It may be anticipated that one of the 
possible changes in the disability benefit 


provisions will be the elimination of the 
minimum age of 50 for receipt of benefits 
by a disabled worker. The cost of this, 
on a level-premium basis. according to 
the intermediate-cost estimate, is now .20% 
of payroll. As a result, the level-premium 
cost for the DI system as a whole, if the 
age 50 requirement were eliminated, 
would be .57% of payroll, or only slightly 
in excess of the contribution rate of %%. 
It may be said that if the age 50 require- 
ment were eliminated from the DI pro- 
gram, the system would be substantially 
in actuarial balance. 

There has been considerable criticism 
of the strictness of the definition of dis- 
ability, which has been administered in 
accordance with the intent of Congress 
when it enacted the program. Any legis- 
lative move to liberalize the definition 
would, of course, have sij: ‘icant cost im- 
plications, as evidenced by the Railroad 
Retirement experience for occupational 
disability. 


Hospitalization and Related Benefits 
for Beneficiaries 

Another proposal that will certainly be 
given serious legis!ative consideration, is 
the introduction of hospitalization and re- 
lated medical benefits for OASDI bene- 
ficiaries. This proposal did not receive 
very serious or widespread consideration 
when it was first ma?s by the Truman 
Administration in the early 1950's. In the 
past few years, however, it has been sup- 
ported strongly by labor organizations and 
other groups. At the request of the House 
Ways and Means Committee, a report on 
hospitalization insurance for aged persons, 
including OASDI beneficiaries, was pre- 
pared last April by the Department of 
Health, Education, and Welfare. Public 
hearings on the Forand Bill, containing 
such benefits, were held by this committee 
in July. The Administration opposed the 
bill on the grounds that, although there 
is admittedly a problem in this area, it 
should be solved through individual and 
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organized voluntary action, which has 
been developing so rapidly. 

A number of different proposals have 
been made to provide hospitalization and 
related medical benefits for OASI bene- 
ficiaries. The most well-known one has 
been introduced by Congressman Forand. 
It would provide benefits, on a service 
basis, for limited hospital and nursing 
home care and for surgical benefits to 
persons eligible to receive old-age and 
survivor benefits. It proposes to increase 
the contribution rates to pay for such 
benefits. The bill provides for payment of 
the benefits out of the OASI Trust Fund. 
It should be noted that, under this bill, 
benefits are not available for disability 
beneficiaries, although they are provided 
for dependents of such beneficiaries. Al- 
though the Forand Bill would provide sur- 
gical benefits, these are not contained in 
some other bills that would provide only 
hospitalization benefits and, in some cases, 
nursing home benefits too. 

An idea common to all bills that pro- 
vide hospitalization and other medical 
benefits, is to furnish protection not only 
to those actually receiving benefits but 
also to those who are otherwise eligible, 
but who are not receiving them because 
of the retirement test, such as a full-time 
worker above age 65. This extension of 
protection to all “eligibles” seems neces- 
sary because the application of the flexible 
retirement test makes it administratively 
difficult, if not impossible, to distinguish 
between the beneficiaries in current re- 
ceipt of benefits, the beneficiaries in sus- 
pense status because of the retirement 
test, and the non-beneficiary eligibles who 
have never applied because, of the retire- 
ment test. This situation increases the 
difficulty of making a distinction in the 
protection offered to full-time workers just 
over the minimum retirement age and 
those just under it. 

The actuarial cost estimates for the hos- 
pitalization benefit proposals have been 


based on unit-cost factors, supplied by 
medical economists and statisticans on the 
staff of the Social Security Administration, 
which have been applied to the estimated 
numbers of eligible beneficiaries. The unit- 
cost factors were developed on the basis 
of various experiences, including surveys 
of OASDI beneficiaries, with adjustments 
for terminal illnesses and for increased 
utilization due to the availability of bene- 
fits as a matter of right. The early esti- 
mates indicated a level-premium cost of 
slightly over %% of payroll, which is the 
amount provided in the Forand Bill for 
the combined employer-employee rate. 
Unit-cost figures subsequently developed, 
have indicated somewhat higher costs, but 
the proponents of the legislation have ex- 
pressed complete willingness to provide 
the contribution rates needed. It should 
be mentioned that cost estimates for the 
hospitalization benefits which have been 
made by the insurance industry indicate 
considerably higher costs than our figures. 
This is primarily because of assuming con- 
siderably increased utilization rates. 


Other Changes 


Another popular proposal to change the 
social security law, would raise primary 
benefits, and thus all types of benefits. 
These proposals have ranged from very 
substantial increases, as mentioned pre- 
viously, which would add greatly to the 
necessary tax rates, to small increases that 
would affect the contribution schedule 
very little or not at all. One of the latter, 
for example, is to keep the present bene- 
fit formula, but to raise the minimum 
monthly primary benefit from $33 to $40. 
The level-premium cost of this is esti- 
mated at less than .1% of payroll. Under 
another proposal, the maximum taxable 
earnings base would be increased to 
$6000 a year. This would result in an in- 
crease in the maximum benefit payable, 
without any increase required in the tax 
rates. 
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Suggestions also have been made to 
pay benefits to various beneficiary cate- 
gories who are presently excluded but 
whose inclusion in the system would not 
add any great expenses. For instance, 
benefits might be paid to survivors of a 
worker who died fully insured before 
1940 (this would benefit mainly widows 
aged 75 and over). It has also been sug- 
gested that benefits be provided to the 
aged unmarried sister of an insured 
worker; or to modify the family employ- 
ment provisions so as not to exclude serv- 
ices, other than domestic, performed by a 
parent for an adult son or daughter; or to 
pay benefits to children beyond age 18 if 
they are attending school. 

Employment categories that are not 
covered presently by the OASDI system 
include Federal government employees 
under the Civil Service Retirement sys- 
tem, self-employed physicians, policemen 
and firemen under some State and local 
retirement systems, employees of certain 
nonprofit organizations, and American 
employees of foreign governments, such 
as those working for embassies. Many of 
the above groups, so far, have expressed 
a desire not to be covered under the 
OASDI system. This may be, to a large 
extent because they fear, without real 
foundation, that if they were included in 
the social security system, their retire- 
ment benefits, which now under their 
present plan are higher than under 
OASDI, eventually would be lowered to 
merely that level. 

Another proposal has been to provide 
benefits for dependent wives and widows, 
if such dependents, although under re- 
tirement age, are permanently and totally 
disabled. Wives and widows under retire- 
ment age, who are not caring for a young 
child, may ordinarily be expected to werk 
to support themselves, if this is necessary. 
However, it is argued that this reasoning 
is not applicable to wives and widows 
who are so severely disabled that they 


are unable to perform any substantial ac- 
tivities. Due to the burden of high med- 
ical expenses, their needs may be greater 
than those of some wives and widows who 
can qual’‘y for benefits under the existing 
law. 

At present, the aged widow is entitled 
to a benefit of 75% of the primary insur- 
ance amount of the insured worker. It 
has been suggested often that this benefit 
be raised to 100% of the primary insurance 
amount which is payable to the retired 
worker without eligible dependents. 
Under the present law, a living wage 
earner and his wife, aged 65 or over at 
time of claim, are paid an amount equal 
to 1% times the primary insurance amount; 
when the husband dies, the widow’s bene- 
fit is half the total payable to her and her 
husband when he was living. It has been 
suggested that this is not a proper ratio 
because one person cannot be expected to 
live on half the income available to two 
people. 

Amendments that provide for lowering 
the minimum retirement age to 60, or even 
55, are often introduced. However, with 
life expectancy continually increasing, and 
during a period of economic prosperity 
and low unemployment, such proposals 
are not likely to find universal support. 

Suggestions have also been made that 
people who work past the minimum age 
at which they are eligible to retire, should 
receive extra increments in their retire- 
ment benefit when they finally do retire. 
However, this suggestion is not likely to 
meet with approval among people who 
argue that benefits payable under the 
present law are not directly related to 
number of years of service but rather are 
related to presumptive social need and 
who do not want to set any precedent 
along this line. 


Cost Controls of OASDI 


Although considerable criticism has 
been made in some quarters that, every 
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two years since 1950, legislative action 
has liberalized the OASDI system, one 
important point should be noted. Each 
time legislative activity has occurred, Con- 
gress, particularly the important, control- 
ling legislative committees invoived, has 
very carefully considered the cost aspects 
of the proposed changes. These have been 
financed fully, according to the best ac- 
tuarial cost estimates available. Thus, Con- 
gress has attempted to maintain the system 
on a self-supporting basis by keeping 
benefit costs very closely in balance with 
contribution income. The congressional 
committees have always been anxious to 
be able to say that the program is “actu- 
arially sound.” 

In the almost quarter century of opera- 
tion of the OASDI system, the actuarial 
cost estimates prepared in the Social Se- 
curity Administration, have been used by 
Congress in considering changes in the 
program. Particularly since the positive 
recognition and adoption of the self-sup- 
porting principle in 1950, the cost esti- 
mates have played an important role in its 
legislative development. 

Before any legislative action is taken, 
the costs of proposed benefit liberaliza- 
tions are studied in the light of the finan- 
cial situation of the existing system and 
any additional financing necessary. At 
times, Congress has determined that such 
liberalizations were too costly, and they 
have been trimmed down or eliminated. 
For example, in 1956, the House voted to 
pay full benefits at age 62 (instead of at 
age 65) to all categories of female bene- 
ficiaries and to provide monthly disability 
benefits beginning at age 50; this was to 
be financed by a 1% increase in the com- 
bined employer-employee contribution 
rate in all future years. Perhaps the con- 
trolling reason for restricting disability 
benefits to those aged 50 and over was 
the cost aspect. To show further the im- 
portance that Congress attaches to costs, 
in this particular case, the Senate was not 


in favor of an increase in the contribution 
schedule as large as 1% and so provided 
actuarially reduced, rather than full, bene- 
fits for women workers and wives claiming 
them before age 65, but full benefits for 
widows at age 62. This action, permitting 
the increase in the combined employer- 
employee contribution rate to be held to 
%%, was agreed to by the House and was 
enacted. 

Certainly, the program can be said to 
have staunch financial safeguards as long 
as Congress continues to be cost-conscious 
and to finance benefit liberalizations ade- 
quately. 


Effects of Social Insurance 
on Inflation 


Finally, let us consider the inflationary 
aspects of social insurance programs. I am 
convinced that an absolute, concrete an- 
swer to this matter cannot be obtained, as 
is possible in solving an algebra problem 
or computing a net premium for life in- 
surance, under prescribed mortality and 
interest bases. For one thing, it is im- 
possible to state with any precision who 
really pays the cost of the employer social 
security contributions. Do they come out 
of employer profits, or are they really paid 
by the employee receiving a lower salary, 
or are they borne by the general public 
in the form of increased prices? I be- 
lieve that nobody can give an exact answer 
to these questions. 

Starting from a given economic situa- 
tion at a given time, such as the present, 
as long as increases in wages and fringe 
benefits, including social insurance, do not 
outstrip productivity increases, there will 
be no further inflation. On grounds of 
equity, if these productivity increases oc- 
cur, it may be undesirable for one element 
to increase faster than another. Wages 
growing relatively faster than fringe bene- 
fits (including social security ) amounts to 
decreased emphasis on social protection 
against loss of income. Social security 
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benefits increasing faster than private 
fringe benefits means added emphasis on 
government protection at the expense of 
private voluntary action. Equal growth 
in all these real income factors is theo- 
retically possible within a non-inflationary 
framework of increased productivity. 
Growth of social security benefits, or of 
total fringe benefits, at a greater rate than 
wages need not be inflationary, if the rate 


of growth is less than the rate of increase 
in productivity. This would mean rela- 
tively more emphasis on social benefit 
protection and less on workers’ current 
income. Even if there is price inflation, 
accompanied by rises in wages, there may 
be good reasons why social insurance 
benefits, too, should increase correspond- 
ingly, especially if they follow, rather than 
lead, the general rises. 
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This analysis is based upon the assump- 
tion that insurance is an integral part of 
our economy: and is, therefore, affected 
by changes in our economic and social 
environment. Many current insurance 
procedures, however, go back to an earlier 
economy and society. Examples are le- 
gion, including the agency system, the 
wording of marine insurance policies, and 
fire insurance rate making. 

The basic thesis which is presented here 
is that the industrial revolution of the 
nineteenth century was followed by a 
marketing revolution in the twentieth. The 
insurance business is presently engaged 
in a struggle between those who represent 
the old traditional way of handling insur- 
ance and those who are applying mod- 
ern tools and techniques to this old busi- 
ness. One of the many paradoxes to be 
found in the present picture is that some 
of the oldest companies are among the 
most progressive, while some new com- 
panies are conducing their operations in 
the well-worn ruts of the past. In other 
words, the struggle in insurance is merely 
a part of the wider conflict between those 
who resist change and those who welcome 
it, with a larger number trying to find a 
middle way between the extremes. 

This is, therefore, a period of transition, 
but it is hoped that the trends are suffi- 
ciently clear for reasonable forecasts of 
the future to be made. My only predic- 
tion, which is guaranteed, is that the next 
five years will be a trying and exciting 
time for those in the property insurance 


business. The challenge of our times must 
be welcomed, not deplored, and success 
will come to those who say, with Sir Win- 
ston Churchill—“We ought to rejoice at 
the responsibilities with which destiny has 
honored us.” 


The Marketing of Property 
Insurance 


The machinery that currently exists for 
selling insurance to the public has been 
subject to a great deal of critical analysis 
during the past year. Thomas Morrill, 
Vice President of the State Farm Mutual, 
in an excellent speech, explained the mar- 
keting concepts of that company and its 
use of exclusive agents. Allstate has said 
little, but using modern merchandising 
methods, it has written premiums by the 
hundred million. Every convention of in- 
dependent agents hears the American 
agency system, under which the inde- 
pendent agent owns the expirations and 
is the point of contact with the policy- 
holder, defended and extolled. There is, 
however, an occasional Jeremiah, like 
Eugene Gallagher, to prophesy drastic 
and unpleasant changes in the near fu- 
ture. 

Most students now see evidence of a 
growing cleavage in the marketing ap- 
proach required for handling insurance 
for business concerns and that needed for 
personal insurance lines. In insuring mil- 
lions of individuals in relation to their cars 
or houses, we have the mass market which 


has been the prime target of the direct 
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writers. Relative to this development, the 
following propositions are advanced, with 
the understanding that any one could be 
expanded easily into a thesis by any ca- 
pable graduate student: 


(1) The market for personal insurance 
has grown explosively in the past 20 years 
and has not been serviced adequately by 
the traditional agency system. 

(2) Modern merchandising methods 
and modern office and electronic equip- 
ment make it possible for a company 
acting directly, to reach, sell, and service 
the mass market for personal insurance 
at a lower expense cost and with tighter 
underwriting control than is possible 
through the traditional agency system. 

(3) The development of premium f- 
nance plans, which enables a complete 
personal insurance plan to be budgeted 
on a monthly payment basis will, in the 
long run, favor the multiple line company 
which operates directly. 

(4) The outstanding success in the auto- 
mobile field achieved by such insurers as 
Allstate, State Farm, and Nationwide, has 
encouraged these companies, and others, 
to apply the same technique in other per- 
sonal insurance lines, such as life and fire. 
Through their auto policies they are 
already in contact with the policyholder. 
All they need to do is sell more coverages 
to him. 

(5) The outstanding success of group 
plans, in such fields as life, annuity, hos- 
pitalization, and major medical, is taking 
these lines out of the usual agency chan- 
nels. 

(6) The new merchandising techniques 
depend upon heavy advertising of the 
company through all media, attractive 
packaging, efficient, low cost distribution, 
and low price. All of these are provided 
by those companies which challenge the 
traditional way of doing business. This 
means that the independent agent: has 
about the same chance of competing as 


the corner grocer had when he came up 
against chain store competition. The ex- 
ceptional agent can compete satisfactorily, 
the average one cannot. 


One of the features of our economic 
evolution in the past 50 years has been 
the development of Big Business, so that 
through growth, merger or purchase, the 
national corporation has secured a pre- 
dominant position. This trend is still going 
on and can be seen in the production 
of raw materials, in all manufacturing, 
and in all channels of distribution and 
merchandising. In order to secure the 
lower costs necessary to compete success- 
fully, business needs volume, and this 
calls for massive advertising programs 
and a national sales organization. 

This change in the pattern of American 
business has been reflected in the hand- 
ling of business insurance. The large 
corporation has a corporate official, gen- 
erally known as the insurance manager, 
whose responsibility is to supervise the 
handling of its insurance coverages. Often 
he has had years of experience with an 
insurance company or in the selling of 
insurance. He is well trained, experienced, 
and thoroughly familiar with the avail- 
able markets. Through such organizations 
as the American ‘Society of Insurance 
Management or The American Manage- 
ment Association, he can secure additional 
training and keep in touch with all new 
developments. 

The insurance manager for a large 
corporation today, controls the placing of 
an amazingly large percentage of our 
total business insurance, and he does so 
with the interest of his employers always 
foremost in his mind. In consequence, in 
all lines of property insurance and in 
such fields as workmen’s compensation, 
liability, suretyship, and marine coverage, 
there is constant pressure for lower rates 
and an informed readiness to use any 
available part of the world insurance 














Current Developments and Problems in Property Insurance 25 


market to secure the desired broader 
coverage at a lower price. In some cases, 
insurance managers for large corporations 
have discovered, too late, that it is dif_i- 
cult to tell the quality of insurance pro- 
tection from the quality of the paper upon 
which the policies were printed, but gen- 
erally they check carefully the reliability 
of new markets. 

As a result of the many changes which 
have taken place in the handling of busi- 
ness insurance since the war, the follow- 
ing observations would seem to be in 


order: 


(1) The large single units which give 
maximum business efficiency, often repre- 
sent such concentrations of value that the 
world insurance market often is hard 
pressed to afford sufficient capacity. This 
is particularly true with some types of 
manufacturing plants, with some ware- 
house locations, and in the chemical and 
petroleum industries. The list could be 
expanded indefinitely but the point is 
clear. The business buyers feel that they 
must have more capacity than can cur- 
rently be provided by the entire world- 
wide insurance market. At the moment 
the maximum single risk capacity in prop- 
erty insurance is approximately seventy 
million dollars and in the liability field it 
is probably between fifty and sixty million. 
These seem like astronomical figures, but 
there are loss exposures which exceed 
them. 

(2) The adverse loss experience of the 
past 5 years has resulted in a stiffening of 
rates and has also cooled the enthusiasm 
of many underwriters for package cover- 
ages. Better experience in 1959 may lead 
to new rate competition, but at this mo- 
ment, business insurance rates are stable 
or rising, while rates in the personal in- 
surance field are in a state of flux. 

(3) The business risk is not as suscepti- 
ble to the mass marketing techniques as 
is personal insurance. Therefore it is un- 


likely to be subject to the same competi- 
tion. The agent or broker who represents 
the traditional channel for the handling of 
such business, has accepted the need for 
a flexible commission schedule in order 
to get competitive rates. It is a fact that 
lower commissions for larger risks, whether 
paid by the FIA or under a casualty 
experience rating plan, are accepted. 
Competition continues to grow from the 
direct writers, who eliminate the agent 
and broker entirely in the interests of 
lower costs and improved loss prevention. 
This competition is an important part 
of the over-all picture. 

(4) The package policies, such as the 
Manufacturers Output and the Commer- 
cial Property Floater, are still a major 
factor, but their poor experience has 
chilled the ardor of underwriters. In- 
surance managers, too, seem to lose their 
enthusiasm for these contracts when the 
price goes up. 

(5) The fight for the acceptance of de- 
ductible coverage in the property insur- 
ance field is slowly being won, and within 
ten years most business insurance in the 
property field will be on the deductible 
basis. 

(6) The captive insurance company is 
an old device which currently is being 
given earnest study by many companies. 
Its success depends upon reinsurance ar- 
rangements on favorable terms. It is 
often merely a means of securing deducti- 
ble coverage from a reluctant market. 

(7) Business has no intention of paying 
any more for insurance than it must. 
Therefore it is exploring eagerly every 
possible means of reducing costs, both 
through competition and the use of new 
markets. 

In marketing any product, it is essen- 
tial that the price be reduced by efficient 
production and management and that the 
product be called to the attention of 
possible purchasers as aggressively as pos- 
sible. Even though it took the Supreme 
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Court 75 years to decide that insurance 
was commerce, the same truth is being 
demonstrated every day in the business of 
insurance. The future of the insurance 
business belongs to those companies which 
use every new technique of production, 
loss prevention, and marketing. 


Fire Insurance 


At the moment, the fire insurance busi- 
ness is engaged in an “agonizing reap- 
praisal” of its own rating practices, prod- 
ded by the O’Mahoney subcommittee on 
one hand and the Gerber subcommittee 
on the other. The business is just finishing 
a period of substantial underwriting losses 
in which major windstorms, poor fire ex- 
perience, the cumulative effect of rate 
reductions and disastrous automobile re- 
sults have all played a part. Mr. Jack 
Barry of Coroon & Reynolds explained to 
the Commissioners subcommittee that the 
unhappy experience of the business in 
the last 5 years puts a definite responsi- 
bility on the Commissioners to insist on 
higher rates. The rating organizations, 
however, in many jurisdictions continue 
to file revised rates which include as 
many decreases as increases. 

The old control of rates, formerly exer- 
cised by the bureaus, is crumbling, and 
deviations are being filed by some of the 
oldest and most respected of the stock fire 
insurance companies. Even the states 
whose laws require membership in a rat- 
ing bureau (Virginia, North Carolina, 
Louisiana and the District of Columbia), 
are squirming uneasily. It is far too soon 
to tell what changes will be made in 
present rating laws, but it is likely that 
they will be modified to lessen bureau 
control and to encourage competition 
through easier deviations and independent 
filings. 

There is every indication that compe- 
tition in the years ahead, particularly in 
the personal insurance lines, will be more 


intense than any known in the past and 
that part of this competition will consist 
of lower rates, with or without statistical 
justification. Therefore, we see the prop- 
erty insurance companies with annual 
premium income of almost five billion dol- 
lars and with record amounts in surplus 
and assets, looking ahead to what Mr. 
Toynbee would call “A Time of Troubles.” 
Involved in this problem are the new mar- 
keting techniques already discussed, as 
the direct writers and exclusive agency 
companies move more aggressively into 
the property coverages. 

In addition there is a critical revalua- 
tion of all rate making techniques. The 
statutory test requires that rates be reason- 
able, adequate and not unfairly discrimi- 
natory. The question now being asked is, 
how do you apply this standard? Is the 
test to be applied in the light of the av- 
erage of the companies which are mem- 
bers of the bureau making the filing? If 
an individual company files, does it use 
its own loss and expense figures? If a 
new coverage is being rated, how can you 
tell? Does approval of a basic rating 
schedule, such as an Analytic System for 
the Measurement of Relative Fire Hazard 
or the Universal Mercantile, carry with it 
the approval of all rates made under that 
schedule? 

This relationship between the statis- 
tical data and the rating schedules is being 
considered. Eyebrows are raised when 
it is discovered that statistics are compiled 
on a uniform national basis by one or- 
ganization and then turned over to com- 
pletely separate rating organizations, using 
separate rating schedules. When the class 
rates are not considered, it is hard to find 
support in the statistics for the charges 
and credits in the rate schedule. The posi- 
tion taken by A. F. Dean 50 years ago, 
that rates cannot be made statistically and 
must be the result of a relative measure- 
ment of fire hazard for features of occu- 
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pancy, construction, protection, and ex- 
posure, based on informed judgment, is 
now being questioned. 

There are voices in the wilderness con- 
tending that with the new electronic com- 
puters handling the statistical load, we 
can now consider an actuarial rather than 
a judgment approach to fire insurance rate 
making. They point out that we now have 
technical equipment for the accumulation 
and analysis of statistical material, which 
was unheard of when Mr. Dean was work- 
ing on the problem of fire rate making and 
that this equipment needs to be put to 
work. The whole basic approach in which 
the validity of rates is determined on the 
basis of loss ratios, is questioned, since 
they involve the proper development of 
premium by term. It is pointed out that 
with statistics based on loss and expense 
experience per dollar unit of exposure, it 
would be possible to improve fire rate 
making. 

Buyers of insurance cannot understand 
why identical risks under the same owner- 
ship, with exactly the same public and 
private protection should be charged dif- 
ferent rates by the same insurance com- 
pany for fire insurance in different states. 
When rates are made for a package cover- 
age which includes a number of perils, 
there are those who contend that the pack- 
age rate must be the total of the rates 
for the separate coverages. Others insist 
that the experience of the package should 
be used to determine the package rate 
and that it is not necessary that it bear 
any relationship to the rates for the 
separate coverages. Which is right and 
what consequences follow from the an- 
swer? 

In order to secure tighter control and 
lower cost, the stock insurance companies 
are revising the advisory rate making ma- 
chinery which makes the policy decisions 
across the country. At the same time, in- 
dependents wish to use the bureau ex- 


perience and data as the basis for their 
own independent filings or deviations from 
the bureau rates. Since such independent 
filings and deviations are most practical 
in those types of insurance which are sub- 
ject to class rating and to package policies, 
it is in this field that rate competition is 
growing. To what degree is open rate 
competition good for the insurance-buying 
public? Is it an answer to say that it has 
existed in the insuring of large business 
risks, property and casualty, for years and 
that it is inconsistent to complain when it 
now comes into the mass market with 
benefit to John Citizen! 


Casualty Insurance 


The automobile insurance field is the 
arena in which the first major battle has 
been fought between the warring con- 
cepts in insurance. We are now witnessing 
a counterattack by the orthodox com- 
panies, one which is based on the adoption 
of some of the enemy tactics. There is 
grumbling in the ranks, as commissions 
are cut to make rates more competitive, 
and there is no agreement among the gen- 
erals as to the best plan to get back the 
preferred risks. From here it looks like 
a “banzai” charge which has no chance 
to recapture the lost position. 

Looming over the competitive struggle 
is the threat of state insurance funds, as 
costs rise to the point where they are a 
barrier to car ownership, with a compensa- 
tion plan as a possible alternative. When 
the state requires compulsory automobile 
insurance, and then the companies charge 
so much for the coverage that it is a major 
factor in the cost of operating the car, 
there is trouble ahead, no matter how 
sound the actuarial calculations. One ray 
of hope is to be found in the united effort 
of the business to reduce losses through 
cooperation in accident prevention, by 
bringing in car manufacturers, highway 
designers, law enforcement agencies, and 
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the public. The only question is: is it 
“Too little—too late”? 

In the other casualty lines the old prob- 
lems remain, even though new ones arise. 
Workmen’s compensation losses are rising 
again, and the atomic energy problem is 
being used as an excuse for proposing a 
Federal Compensation Law for such risks. 
Products liability suffers from the problem 
of overlapping responsibility and the need 
for greater capacity. The writers of boiler 
and machinery insurance, since they deal 
principally with large business risks, find 
it hard to make an underwriting profit 
with competitive rates. 


Conclusion 
I was asked to discuss problems. The 


questions must be formulated before we 
can look for the answers. We, in the busi- 
ness, must face up to the facts of today’s 
society and economy, even though we 
would prefer that of 1900. This is easy to 
say and hard to do. Winston Churchill in 
one of his speeches said: 


“Men occasionally stumble over the truth, 
but most of them pick themselves up and 
hurry off as if nothing had happened.” 


The insurance business of the future 
will be in the hands of men who stopped 
to see what they had stumbled over and 
who had intelligence enough to apply 
the lessons learned. May our college stu- 
dents of today be among this group. 
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Modern business is devoting more and 
more attention to government relations at 
the federal level, and more thought to 
political trends. Business men are main- 
taining an increasingly active interest in 
many areas of government, including legis- 
lation, contact with various federal agen- 
cies, studies of important social and eco- 
nomic problems, and political campaigns. 
For the most part, these are developments 
of relatively recent origin, and in terms 
of results they are hardly underway. They 
are, however, encouraging signs. 

This change in the attitude of business 
from one of relative indifference to one 
of very active interest in political affairs 
at the Washington level, is readily under- 
standable. The United States, in recent 
years, has been building a massive central 
government, which currently costs almost 
$80 billions a year to support. Every busi- 
ness must pay its share of this mounting 
cost. Today almost all business is regulated 
in some degree by the national govern- 
ment, and many businesses must meet 
conditions imposed by federal authority 
at almost every turn of their operations. 
The national government also has become 
a direct or indirect competitor in many 
areas formerly left entirely to the free 
competition of private enterprise. 

Business men are concerned, too, be- 
cause one of the principal characteristics 
of this burgeoning political system is that, 
as its growth accelerates, it becomes in- 
creasingly unwieldy, with resulting re- 


tarded performance. Finally, business 
men have become convinced that this ex- 
pansion of federal government is not tem- 
porary, but is here to stay. If peace were 
to become a certainty tomorrow, there is 
little reason to assume that the national 
government would shrink appreciably in 
size within the foreseeable future. 


Reasons for Growth of Central 
Government 


Many explanations are offered for this 
shift in the direction of an all-pervasive 
central government. There are those who 
say that the cold war is largely respon- 
sible. Others go further and contend that 
our traditional form of government and 
society cannot compete efficiently with the 
completely controlled Russian system. It 
is argued that, if we are to survive, we 
must let government run practically every- 
thing. Eventually this could mean price 
and wage and rent controls and all other 
government regulation similar to that in- 
voked in a period of actual warfare. Thus, 
for the first time these exceptional powers 
would be used during peace time. Once 
established under such circumstances, it 
is probable that we would live under a 
planned economy indefinitely. There are 
signs that this issue wil! take on real pro- 
portions and will have strong political 
support in many quarters and by many 
thoughtful people. When survival is in- 
volved, it is difficult to challenge the as- 
serted need for unlimited power. 
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A more basic explanation of the trend 
is that social and economic problems, 
which years ago were thought to be im- 
proper concerns of government, are now 
looked upon as wholly appropriate for 
direct government action. Many of these 
intrusions of government are criticized by 
others as unnecessary and destructive of 
individual initiative. There are those who 
seriously question whether the public 
wants government to provide so many 
services. They charge that the trend is 
stimulated by those who seek to dominate 
through the exercise of political power. 
On the other hand, there is a growing be- 
lief that we are witnessing a deep-seated 
public conviction that our modern society 
requires government participation; that, 
without considerable government plan- 
ning and regulation, our industrialized 
system will falter and our objectives in 
economic growth will not be achieved. 


Questions for the Future 


This viewpoint raises a number of diffi- 
cult questions. For example, if the prac- 
ticalities of modern living dictate more 
government than we are accustomed to, 
how far can government go in assuming 
additional responsibilities without greatly 
impairing individual freedom and respon- 
sibility? At what point will government 
paternalism destroy individual initiative? 
When might it undermine our free econ- 
omy and set the stage for the welfare state? 
To what extent will such a course ulti- 
mately discourage voluntary institutions 
such as insurance? These are troublesome 
' questions. Admittedly the future may well 
depend on how government activities are 
restrained and coordinated with the essen- 
tial needs of a free economy. But pre- 
occupation and concern with long-range 
questions such as these tend to obscure 
the need for a realistic and rational atti- 
tude on the part of business toward the 
role government may play in the years 
more immediately ahead. 


In the first place, it might not be appro- 
priate to think of government's role in the 
future solely in relationship to today’s 
economy, today’s opportunities and to- 
day’s challenges. During the depression 
years, few would have predicted the tre- 
mendous growth in our economy during 
the past decade, the extent to which we 
have accepted governmental participation 
in business enterprise, or the tremendous 
cost of government. In the depression 
days, everyone would have viewed with 
great alarm a central government of the 
magnitude we now support. Because of 
our greatly expanded economy, however, 
we are not nearly so concerned. We view 
the situation in relationship to today’s 
economy, its opportunities and challenges. 


Future Opportunities 

Although the growth of federal power 
will create many problems for life insur- 
ance, the next decade will produce a limit- 
less opportunity to expand voluntary pro- 
tection. Ten years from now we shall have 
a population in excess of 200,000,000. 
Their requirements for food, homes, auto- 
mobiles, electronic devices and employ- 
ment are prodigious and defy accurate 
estimates at present. The requirements for 
new capital to finance all of this additional 
production will éxceed the financing re- 
quirements of any other era of American 
history with the possible exception of 
World War II. Technological advances, 
improved public health, social awareness 
and economic opportunity, all augur for 
the best. And it is reasonable to assume 
that these great advances in material com- 
forts and social responsibility will stimu- 
late tremendously the growth of voluntary 
insurance. This will transpire because 
better living standards cannot be enjoyed 
fully without the peace of mind and per- 
sonal financial security which insurance 
provides. 

What people think, want and feel are 
still the imponderables of any society and 
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of any economy. They are potent forces 
influencing both the present and the fu- 
ture. Public reaction to life insurance will 
always depend upon the quality of our 
service and the attitude of individuals to- 
ward thrift and personal responsibility. 
Now the public mood is one of optimism, 
progress, creativity, and speculation, the 
latter perhaps not too well considered or 
restrained. But potential difficulty lies in 
two general areas, the international pic- 
ture and a technological revolution de- 
veloping so rapidly that we may not be 
able to adjust our social, business and po- 
litical life fast enough to keep pace with 
it. This calls for greater flexibility in our 
evaluation of government and the many 
social demands upon it. It will require 
dynamic voluntary insurance institutions 
to keep pace with the growing need for 
individual security. 


| The Dilemma of the Future 


The two objectives Americans seek are 
both very practical and material, peace 
and progress. We are a practical and a ma- 
terialistic nation. We shall undoubtedly 
work strenuously and simultaneously to- 
ward both goals. As a result of this dual 
drain on both our current energies and 
our reserves, we may be tempted strongly 
to yield in the less pragmatic areas of 
social welfare, thrift concepts, personal 
freedom and personal responsibility. Thus 
we have a paradox. We may be risking 
the ultimate benefits for which our society 
struggles, in order, we believe, to enhance 
and preserve those rights and benefits. 
Hence, the coming decade will probably 
require more application of caution and 
sound judgment than any previous era of 
American history. 

There is no easy way out of this di- 
lemma. No hard and fast policies can be 
laid down. Only the most general of 
ground rules can be developed, and these 
must stem from concepts of conservation. 
We must conserve, to the greatest extent 


possible, personal freedom, initiative and 
responsibility and at the same time pro- 
mote national security and an expansion 
of our economy. This is not a new phi- 
losophy to the insurance business. Its 
whole purpose and economic justification 
is the conservation of human and social 
values and the conservation of capital for 
economic expansion. Thus the business is 
going to have both opportunities and so- 
cial and economic responsibilities during 
the coming decade. It will have to do its 
utmost to inform, educate, persuade as 
never before—publicly, politically, legis- 
latively and in terms of economic and so- 
cial values. 

As part of this responsibility we shall 
need to do all that we can to see to it that 
government expansion does not extend 
into the area where it has been demon- 
strated that private life insurance can 
serve the public interest so effectively. We 
also have a collateral responsibility to rec- 
ognize that expanding government par- 
ticipation in business generally may be an 
inevitable consequence of our eccaomic 
and social expansion. Thus, trends in this 
direction should be evaluated realistically 
and every effort should be made to adjust 
quickly to these developments, to the end 
that the life insurance business will take 
full advantage of its opportunity to serve 
the public. 


Potential Trouble Areas 


Now let us look at a few of the trouble 
areas and current developments. The fol- 
lowing is by no means a complete list, and 
is offered to bring to your attention impor- 
tant federal trends in the fields of taxation, 
government competition and regulation. 
There is included also a discussion of two 
new developments which could produce 
an expansion of the life insurance market 
—the pending individual retirement legis- 
lation and variable annuities. Space will 
permit only a brief review of each of these 
items. 
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Taxation 


During the past ten years, a tremendous 
amount of time and energy has been ex- 
pended by the life insurance business in 
various efforts to develop a new corporate 
income tax law.This has been a frustrat- 
ing experience. Since 1949, Congress en- 
acted six temporary stopgap laws and, 
until this year, little progress was made in 
the direction of a permanent law. This 
necessity for legislative action each year 
greatly complicated the industry's role at 
the federal level. Now that this issue has 
been resolved, we can look to the next 
decade as one in which our energies can 
be devoted to more fruitful purpose. 

The new law, which follows the pat- 
tern of the tax law applicable to other cor- 
porations, was adopted after very careful 
study and consideration by both the Treas- 
ury and the Congress. It is in the form of 
a permanent law and there is little likeli- 
hood that the overall formula will be re- 
vised drastically within the foreseeable 
future. Should experience develop imper- 
fections in the new law, changes will, of 
course, be adopted. Except for this type 
of legislative activity, life insurance com- 
panies may look forward to a more peace- 
ful decade in the field of corporate 
taxation. At least, life insurance com- 
panies will know where they stand and in 
planning for the future, will not be re- 
quired to wait on Congress to fix, retro- 
actively, each year’s tax liability, as has 
been the case in recent years. While the 
tax under the new law is heavier than it 
should be, we will have to learn to get 
along with this levy until Congress can be 
persuaded that it is unwise to look to 
thrift institutions as a major source of 
tax revenue. 


Government Competition 


True to expectation in an off-election 
year, there was no major social security 
legislation enacted by Congress this past 


year. The 86th Congress, however, has 
seen the reintroduction of the usual num- 
ber of bills aimed at liberalizing nearly 
all aspects of the social security program. 
Recently four social security experts 
looked into the future and concluded that 
cradle-to-the-grave security would be pro- 
vided for all within the next ten to twenty- 
five years. They listed a series of changes 
which, in the light of today’s economy, 
appeared to go beyond the concept that 
social security should not occupy areas 
where security can be provided on a 
voluntary basis. For example, they pre- 
dicted that medical and hospital care 
would be added to the system. They fore- 
saw a 50 per cent increase in old-age and 
survivor benefits. Unfortunately, many 
students of our social security system think 
of it as something more than a floor of 
protection. They attach little importance 
to the role of life insurance and other sav- 
ings institutions. 

One of the major challenges facing the 
life insurance business is this view that 
government should do the entire job. 
There is a desperate need for a broad 
educational program to combat this thesis. 
On the other hand, in an expanding ec- 
onomy, with the standard of living im- 
proving year by year, some adjustments 
in the social security system are bound to 
come. It is unrealistic to think that the 
system will remain static. 

In dealing with social security, the life 
insurance business must continue vigor- 
ously to oppose over-liberalizations of 
benefits. It must continue to encourage 
individual thrift through effective sales- 
manship and quality of service. It would 
be unwise, however, to assume dogmat- 
ically that social security will get out of 
hand. Despite the predictions I have 
mentioned, the cold political facts support 
a contrary conclusion. The mounting cost 
of social security alone will act as a brake 
on an excessive benefit structure. Cur- 
rently we are witnessing a reluctance on 
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the part of Congress to increase the pay- 
roll tax levels. Unlike the situation a few 
years ago, when the payroll tax was more 
than enough to provide current benefits, 
the system is now practically on a pay- 
as-you-go basis. In the future, any sub- 
stantial increase in benefits must be sup- 
ported by a corresponding increase in the 
payroll tax and the public is becoming in- 
creasingly alarmed by the pyramiding of 
these taxes. 


Regulation 

Senate Subcommittee Insurance Hear- 
ings. For almost two years now, the Sen- 
ate Subcommittee on Antitrust and Mo- 
nopoly, with Senator O’Mahoney acting 
as Chairman, has been conducting a study 
of the effectiveness of state regulation of 
the insurance business. To date, the Sub- 
committee has held hearings on aviation 
insurance, Ocean marine insurance, and 
the rating bureaus in the fire and casualty 
fields. The Subcommittee recently an- 
nounced that sometime next year it would 
hold hearings on the operations of foreign 
insurance companies in the United States 
under the so-called “surplus line” laws of 
the states. 

Beyond this, the future of these insur- 
ance hearings is not presently known. At 
various times in the past, Subcommittee 
officials have stated an interest in study- 
ing insurance mergers, tie-in sales of 
credit insurance with loan transactions, 
the extra-territoria! nature of some state 
laws, mail order insurance, and certain as- 
pects of the life insurance business. In 
connection with life insurance, these offi- 
cials have indicated an interest in such 
matters as the size and economic power 
of life insurance companies. 

It has been announced that the Sub- 
committee will file a report, probably in 
January, on its studies to date. In a re- 
cent speech, the Subcommittee Counsel 
indicated that the Subcommittee had no 
intention of recommending the imposition 


of a system of federal regulation on top of 
existing state regulation. At the same time, 
he stated that the primary concern of the 
Subcommittee was whether state regula- 
tion has permitted sufficient freedom of 
competition. He concluded with the 
threat that if state regulation cannot 
achieve such a result, Congress may find 
it necessary to take action. The report to 
be filed by the Subcommittee, and what- 
ever further studies it may conduct, could 
have an important influence on the future 
regulation of the insurance business. 

Group Life Insurance. The growth of 
group life insurance has been one of the 
important developments during the last 
decade. Large amounts of group cover- 
age on individuals have been under at- 
tack as not in the public interest. This 
has led to demands that legislative limits 
on group coverage be adopted in a num- 
ber of important industrial states. Lateral 
extensions of group insurance, to mem- 
bers of professional societies, multiple- 
employer groups and other associated 
groups of individuals, are also being 
criticized as unwarranted extensions of 
the group insurance principle. On the 
other hand, those who disagree with these 
views contend that the life insurance in- 
dustry has an obligation to serve the 
insurance needs of the public in the most 
effective and economical way possible. 
These persons would condemn legislative 
underwriting restrictions in this area, un- 
less it could be demonstrated that such 
limitations were in the public interest. 

It is hoped that the re-examination of 
these group insurance issues, now in prog- 
ress by a committee of the life insurance 
business, will set the legislative pattern 
for the future. Obviously, under the anti- 
trust laws, the companies cannot agree to 
maximum limits or standard underwrit- 
ing practices. Legislation is the only 
available means of restricting the area to 
be occupied by group insurance. At this 
stage, it remains to be seen whether the 
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legislatures of important industrial states 
will aciopt advocated coverage limita- 
tions, or other underwriting restrictions. 


New Developments 


Variable Annuities 


In March 1959, the United States Su- 
preme Court ruled, in a 5-4 decision, that 
the variable annuity contracts issued by 
two companies licensed under the District 
of Columbia Insurance Act, were not “in- 
surance” as that term is used in the ex- 
emption provisions of the Securities Act 
of 1933 and the Investment Company 
Act of 1940. Therefore, under this de- 
cision, these contracts are subject to the 
provisions of those two federal statutes. 
The two companies involved, The Vari- 
able Annuity Life Insurance Company of 
America and The Equity Annuity Life 
Insurance Company, are engaged solely 
in the sale of variable annuities. They 
do offer, however, five-year diminishing 
term life insurance and disability waiver 
of premium benefit in combination with 
such variable annuities. This Supreme 
Court decision, which 1eversed earlier 
rulings by a federal Court of Appeals and 
a federal District Court, immediately gave 
rise to a number of complex problems of 
concern to the life insurance business. 

Since the Supreme Court decision, the 
SEC has considered applications filed by 
the two District of Columbia life insur- 
ance companies for exemptions from cer- 
tain requirements of the Investment Com- 
pany Act of 1940, which is regulatory in 
nature. The SEC is expected to rule on 
these two applications in the near future. 
Meanwhile, in June 1959, New Jersey en- 
acted a statute providing for the regula- 
tion of the sale of variable contracts by 
either domestic or foreign life insurance 
companies. In the same month, Connecti- 
cut passed a statute permitting domestic 
life insurance companies to allocate to 


separate accounts, amounts received under 
pension plans, with the regular restrictions 
on investments to be inapplicable to such 
amounts. Recently, at least two mutual 
funds have indicated their intention to sell 
plans providing for variable payments. 
Under these plans there would be a pool- 
ing of mortality, but the investors would 
assume both the mortality rick and the in- 
vestment risk. 

As these developments continue, it be- 
comes apparent that ultimately a number 
of the basic issues must be resolved. For 
the time being at least, it is clear that the 
SEC will have some jurisdiction over vari- 
able contracts of the nature of those sold 
by the two District of Columbia life insur- 
ance companies. There remains the ques- 
tion of how this jurisdiction is to be exer- 
cised in conjunction with the regulation of 
the state Insurance Departments. More- 
over, in the event different kinds of vari- 
able contracts are written, in which the 
insurance company assumes part of the 
investment risk, the jurisdiction of the 
SEC might well disappear. 

At the state level, there is a further 
question of dual regulation. There are 
indications that the state Securities Ad- 
ministrators may claim some jurisdiction 
over variable contracts written by life in- 
surance companies. There are similar in- 
dications that the state insurance depart- 
ments may assert authority over mutual 
funds selling variable contracts which 
involve the assumption of mortality risk 
or mortality pooling. These questions will 
be further complicated as new forms of 
variable contracts emerge and it seems 
quite certain that many of these questions 
will not be resolved within the foreseeable 
future. Recently the Board of Directors 
of the Life Insurance Association of 
America took the position that if addi- 
tional regulation is needed of life insur- 
ance companies which write variable 
annuities, such additional regulation 
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should be administered by the State In- 
surance Commissioners. The Board also 
recommended that a dual system of regu- 
lation at the State level, to be provided 
by the insurance departments and state 


Securities Administrators, should be 
avoided. 
Individual Retirement Legislation 


There is growing support for the pend- 
ing Keogh-Simpson bill, which would 
permit self-employed individuals to defer 
the tax on a portion of their income used 
to provide for retirement. Treasury oppo- 
sition to this plan has not decreased. In 
general, the Treasury Department takes 
the position that the bill is inequitable 
and that the immediate loss of tax revenue 
seriously would impair efforts to balance 
the budget. There is a chance, however, 
that the Senate will act favorably on this 
bill next year. 

If this bill does become law, we can 
expect to find all qualified investment 
outlets competing for this business. Many 
taxpayers will prefer making arrange- 
ments for individual contracts. Others will 
prefer to join in a group plan under 
either a retirement fund administered by 
a bank trust or under a group annuity 
administered by an agent or non-bank 
trustee. There will be advantages and dis- 
advantages in each of these approaches. 

Undoubtedly, the restricted retirement 
fund administered by a bank will appeal 
to some taxpayers, because of its flexibility 
with respect to investment outlets and 
its adaptability to fluctuating contribu- 
tions. The individual retirement policy 
method will appeal to many because it 
can be tailored more closely to the needs 
and ambitions of the individual taxpayer. 
The purchase of group annuities may at- 
tract other taxpayers as being a practical 
and economical method of funding, closely 
paralleling the funding of corporate em- 
ployee pension plans. Whethei the indi- 


vidual policy approach will be more 
popular than the other available methods, 
remains to be seen. It is important to 
recognize, however, that should this legis- 
lation be enacted, a new market, energized 
by special tax treatment, will develop 
which might parallel the growth of in- 
sured employee pension plans. 


Inflation 


Monetary Policy and Debt Management 


One of the most interesting and heart- 
ening developments of the past legislative 
session has been the Administration’s re- 
newed determination to balance the 
federal budget and to hold the line against 
further inflation. Greater reliance is be- 
ing placed upon traditional “market place” 
economics, as distinct from continually 
trying to insulate and support certain seg- 
ments of the economy. This movement 
came into critical focus in connection with 
the Omnibus Housing Act of 1959. 

The interest on the part of our legisla- 
tors in preventing inflation corresponds 
to a long-time and continuing interest in 
the problem by the country’s savings in- 
stitutions. Life insurance has been in the 
front ranks of this crusade. The fine anti- 
inflation program which has been con- 
ducted by the Institute of Life Insurance 
has been recognized officially by both 
President Eisenhower and Vice President 
Nixon, as contributing to public under- 
standing of this problem and its economic 
significance to our nation. The Joint Eco- 
nomic Committee of the Life Insurance 
Association of America and the American 
Life Convention, threw its full support 
behind the President's drive to balance 
the Federal budget for fiscal 1960. 

The battle against inflation will con- 
tinue in the coming session of Congress 
and during the next decade. Much will 
be heard about “tight money” and pan- 
aceas will be proposed for trying to sup- 











36 The Journal of Insurance 


plant, with various types of government 
supports, the job which should be done 
by the savers of the nation. The life insur- 
ance companies will, as they have in the 


past, do their utmost to represent properly 
the best interests of their millions of poli- 
cyholders who have such a high stake in a 
stable dollar. 











SOCIAL INSURANCE—A PROSPECTIVE VIEW 


ArtHuR S. FLEMMING 


Secretary of Health, Education and Welfare 


In seeking to identify some of the issues 
that confront those whose work requires 
them to consider, from day to day, the 
future of social security, it is important 
to keep in mind the fact that the Old 
Age, Survivors and Disability Insurance 
program is an integral part of a total pro- 
gram of social security. This means that 
the current program, as well as proposals 
for changes, must always be looked at 
from the point of view of their contribu- 
tion to the nation’s over-all social security 
objectives. 

In the administration of our total pro- 
gram of social security, there is need to 
give far more attention to the prevention 
of dependency than has been the case 
during the past 25 years. This means that 
we must make a greater investment than 
we have been making in research pro- 
grams designed to identify the causes of 
dependency. This must be followed by 
action programs aimed at dealing effec- 
tively with the elimination of these causes. 


Rehabilitation 


This also means that we must continue 
tb increase our investment in programs 
such as the federal-state program of voca- 
tional rehabilitation. As a nation, we have 
made some real progress in this area. In 
the fiscal year of 1959, for example, 
81,000 persons once again became pro- 
ductive members of society, as a result of 
this program. This contrasts with approxi- 
mately 55,000 persons who were rehabili- 
tated in the year 1954. On the other hand, 


about 250,000 disabled people are being 
added each year to the list of those who 
need vocational rehabilitation. We need 
to move ahead at a more rapid pace than 
we are at the present time. 

Closely allied to our experiences in the 
vocational rehabilitation program, is the 
emphasis now being given to what is 
referred to as independent living rehabili- 
tation services. Within the executive 
branch of the government, active con- 
sideration is being given to the question 
of what the Federal government can do to 
stimulate and accelerate the development 
of programs that will encourage and help 
states and communities to expand and im- 
prove health, welfare and rehabilitation 
services. The services we are concerned 
with are those designed to prevent, elimi- 
nate or reduce dependency caused by 
severe physical or mental handicap. This 
points to the necessity of placing increased 
emphasis on the prevention of depend- 
ency, as we think in terms of our total 
program of social security. Today this 
question is being asked: Is it possible 
and appropriate for the OASDI program 
to make a greater contribution to the pre- 
vention of dependency than is the case 
at the present time? It is not possible, of 
course, to consider such a question with- 
out regard to other relevant considera- 
tions. 


The Future 


On the first of the year, the payroll taxes 
for the support of OASDI will continue 
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their upward trend. Under the provisions 
of existing law, employers and employees 
both will contribute three per cent of the 
payroll to the trust fund. This trend of 
increasing contributions will continue to 
move up in the years that lie immediately 
ahead. There are those who feel that a tax 
of this magnitude imposes a very severe 
burden on our economy. They believe that 
we should not think of going beyond the 
point provided for in existing law. This 
is a question that should be given very 
serious consideration during the immedi- 
ate future. Too, there must be kept in 
mind always the possible impact of 
changes in the Federal government's pro- 
gram, on the future of our private insur- 
ance programs. 


Medical Care 


It is in the light of basic considerations 
of this nature that I would like to men- 
tion some of the possible changes in our 
programs that are being explored at the 
present time. The most controversial one 
will be discussed first. Consideration is 
being given to the issue of whether or 
not the program of OASDI benefits 
should be broadened so that persons who 
are eligible under this program, would 
also be provided with insurance against 
some of the costs of medical care. In an 
introduction to a report which the De- 
partment submitted last spring to the 
Ways and Means Committee of the House 
of Representatives, on the subject of hos- 
pitalization insurance for OASDI bene- 
ficiaries, several observations were made. 
These included: (1) there is general 
agreement that a need does exist; and 
(2) the rising costs of medical care, and 
particularly of hospital care, over the past 
decade, have been felt by persons of all 
ages. 

That rising cost curve must not be 
ignored. As the cost of living figures are 
announced each month, invariably this 
curve continues to move up. It is moving 


up, of course, at a much more rapid rate 
than many other factors that enter into 
the cost of living picture. 

The observation that was made at the 
time this report was submitted to the 
Ways and Means Committee, pointed out 
also that older persons have larger than 
average medical care costs. As a group, 
they use about two and a half times as 
much general hospital care as the aver- 
age for persons under age 65. They have 
special needs, at times, for long term 
institutional care. Their incomes generally 
are considerably lower than those of the 
rest of the population, and in many cases 
are either fixed or declining in amount. 
They have less opportunity than do em- 
ployed persons to spread the cost burden 
through health insurance. A larger pro- 
portion of the aged must turn to public 
assistance for payment of their medical 
bills or rely on free care from hospitals 
and physicians. Because both the number 
and proportion of older persons in the 
population are increasing, a satisfactory 
solution to the problem of paying for 
adequate medical care for the aged will 
become more, rather than less, important. 


The Forand Bill 


In testimony before this same Com- 
mittee last July, the Department indi- 
cated its opposition to H.R. 4700, which 
is usually referred to as the Forand Bill. 
It was stated that the objective of making 
adequate medical care reasonably avail- 
able to our aged population should be 
achieved, so far as possible, through re- 
liance upon and encouragement of indi- 
viduals and organized voluntary action. 
Attention was called to the steady prog- 
ress that has been made in extending and 
improving voluntary hospital insurance 
eoverage of the aged, under both non- 
profit and commercial programs. It was 
stated that approximately seventy per cent 
of the aged would have some form of 
hospital insurance by 1965. It also was 
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stated that the proposal involved in H.R. 
4700 would bring to a virtual halt, the 
voluntary efforts that are moving for- 
ward in such an encouraging manner. 

At the same time, it must be recognized 
that continued progress in the direction of 
covering an increasingly large percentage 
of the aged by voluntary insurance pro- 
grams, will still leave problems which 
the nation simply cannot ignore. There 
will be persons whose policies provide 
inadequate protection, most of whom 
would be willing to purchase additional 
protection if it could be provided at rates 
they were able to pay. In addition there 
will be those who will have no protec- 
tion, but who would participate in insur- 
ance programs if provided with policies, 
at rates they could afford to pay. 


Voluntary Contributions 

In the light of this need, various possi- 
bilities are being explored for supplement- 
ing the voluntary approach. One possible 
method, for example, would be to de- 
velop a program under which workers, 
particularly those who do not now have 
the opportunity of participating in large 
group plans that will provide protection 
after retirement, could make voluntary 
contributions to the government over a 
period of years. The government, in turn, 
would purchase insurance for these per- 
sons from non-profit groups and insurance 
companies. 

Thus far, we have not been able to 
develop a program along these lines, that 
could be regarded as a sound one. In fact, 
on the basis both of the studies within our 
own Department and of advice that has 
been received from outside of the govern- 
ment, from persons who have devoted 
their lives to working in this area, the 
Department is convinced that it is not 
feasible to develop a program of this 


Studies of this basic issue are being 
continued in the conviction that some 


kind of a program must be developed that 
will result in solving, in a satisfactory 
manner, a problem which does exist and 
which just cannot be ignored. If those 
who are interested in this broad area, 
simply try to push the problem under 
the table, they will be contributing to a 
condition that, in the long run, may lead 
to an unsound solution. 

Within the executive branch, we have 
not arrived at any conclusion. We will do 
so, however, during the present session of 
Congress and will report the results of our 
study and our conclusions to the Ways 
and Means Committee of the House of 
Representatives. In my judgment, this is 
one of the most serious issues confronting 
our nation in this total area at the present 
time. There is an obligation to stay with 
this problem until a sound conclusion is 
reached and then it will be presented to 
the Congress. As the study continues, ad- 
vice will be sought from persons outside 
of the government, who are intimately 
acquainted with the nature of the prob- 
lem. 


Disability Benefits for Workers 
Under 50 


In addition to this major issue, con- 
sideration is being given to the possibility 
of recommending certain changes in the 
OASDI program, that would not require 
any increase in contributions to the trust 
funds. The Department favors, for ex- 
ample, a proposal that provision should 
be made for disability insurance benefits 
for workers under age 50, and benefits for 
their dependents, on the same basis as 
such benefits are provided under present 
law for disabled workers age 50 to 65 and 
their dependents. The severely disabled 
worker under age 50 is more likely to have 
a dependent family than is the older 
worker, and less likely to have savings. 

A significant proportion of disabled 
workers under age 50, and their families, 


are receiving public assistance in obtain- 








40 The Journal of Insurance 


ing their daily necessities. The reason for 
using the social security system as the 
first line of defense for older disabled 
workers would seem equally applicable 
to workers under age 50. Here again one 
can see the relationship between the 
thinking that is being done in this area 
and the goal of prevention of dependency. 


Eligibility Requirements 

The possibility of recommending a re- 
vision of the work requirements is being 
considered, so that a person would be 
eligible for benefits if he had one quarter 
coverage for every four calendar quarters 
between January 1, 1951, and the begin- 
ning of the calendar quarter of which he 
reached retirement age, instead of one 
for every two. Present work requirements 
are more strict for people who have re- 
tired in the last few years, or who will 
retire in the next few years, than for 
people who will retire under the program 
once it matures. If the work require- 
ments for older workers were made more 
nearly equivalent to the requirements 
which will apply to younger workers, 
more older people could apply for bene- 
fits. Some of these people are uninsured 
under the present law, not because they 
worked irregularly over their lifetime, but 
because the work they performed in the 
prime of life was not covered. 


Retroactive Benefits 


Another change which may be recom- 
mended, would provide benefits for the 
survivor of a worker who died fully 
insured before 1940. In recent years, 
amendments to the law usually have made 
eligible not only those who met certain 
conditions in the future, but also those 
who met comparable conditions in the 
past. This was not done, however, in the 
case of this group. If such a recommenda- 
tion were made and were accepted, it 
would provide benefits for about 25,000 


widows who are now 75 years of age or 
over. 


Extension of Coverage 

Study is being given also to proposals 
which would make certain extensions in 
the coverage of the OASDI program. It 
is suggested, for example, that it might be 
wise to modify the family employment 
exclusion, to cover services, other than 
domestic services, performed by a parent 
for an adult son or daughter. It is felt 
that it would be wise to make OASDI 
coverage available to policemen and fire- 
men under state or local retirement sys- 
tems in all states. This is being done by a 
process of gradual evolution. 

The Department continues to favor the 
extension of coverage to self-employed 
persons, on the same basis as that appli- 
cable to other self-employed individuals 
now covered by the program. Considera- 
tion should also be given to changing the 
provisions relative to the coverage of em- 
ployees of non-profit organizations, so as 
to permit such organizations to extend 
coverage to consenting employees, even 
though two-thirds of the employees of 
the organization do not consent to the 
coverage. All new employees would be 
covered, of course, on a compulsory basis, 
as under present law. 


Other Possible Disability Changes 


It is believed that consideration should 
be given to the possibility of eliminating 
the six months waiting period for disabil- 
ity insurance beneficiaries who have had 
a prior period of disability, which termi- 
nated no more than five years before 
the onset of the current disability. From 
the standpoint of the individual, as well 
as the economy of the country, it is desir- 
able to encourage the disabled to return 
to work. Present law seems to provide 
an undue penalty for leaving the benefit 
rolls for a period. The present penalty in- 
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cludes not only withholding benefits dur- 
ing the period of work, but also withhold- 
ing them for six months after work ceases. 

Closely allied to this subject, is the sug- 
gestion that a disability beneficiary would 
not have his disability insurance benefits 
terminated during a trial work period, 
solely by reason of work during that 
period. The trial work period would be 
defined as twelve months, not necessarily 
consecutive, of gainful work performed 
during a period of disability. 

The effect of this proposal would be to 
broaden the provision in present law, 
which permits a disabled person to en- 
gage in substantial gainful activity for as 
many as twelve months, under a state- 
approved rehabilitation plan, without ter- 
mination of his benefits by reason of such 
work. It would eliminate the present dis- 
crimination against disabled workers 
whose rehabilitation is not undertaken 
pursuant to a state plan. 


Ceiling on Earnings 

In connection with this problem of re- 
moving deterrents to work on the part 
of the disabled, the problem of a ceiling 
on the earnings of persons who are draw- 
ing benefits under the OASI program 
should be thought through again very 
carefully. Without suggesting the elimina- 
tion of the ceiling, very careful considera- 
tion should be given to whether or not 
the ceiling has been fixed at the right 
point. Also, the administrative provisions 
relating to the application of the ceiling 
to persons who are drawing or receiving 
payments under the OASI program, 
should be re-examined. 

It is recognized that any change in the 
existing provisions relative to a ceiling, 
would involve additional costs. Neverthe- 
less, there are good reasons for question- 
ing the desirability of requirements that 
deter people from working at any age in 


life. Any proposal for a reasonable liber- 
alization of the present ceiling on earnings 
should be given careful consideration. 


Increased Minimum Benefits 

It is clear that by increasing the maxi- 
mum on earnings taxable and creditable 
under the OASDI program, consideration 
could be given to some additional benefit 
proposals. No conclusion has been reach- 
ed as to whether or not such a step should 
be recommended. The matter is, however, 
currently under study. 

If such a step were taken, consideration 
could be given to the possibility of in- 
creasing, say to $40, the minimum monthly 
amount payable to persons who receive 
payments under this program. Other 
similar amendments could be worked 
into the total program. 

These are just some of the matters un- 
der consideration as we think in terms 
of the future of this program. In this plan- 
ning, we are trying to keep in mind the 
fact that OASDI is an integral part of a 
total program of social security. Likewise 
we are endeavoring not to ignore the 
other basic considerations to which refer- 
ences have been made. 

One does not have to work long in this 
area to become convinced that no one 
should be dogmatic in his views regarding 
the additional steps that should or should 
not be taken. No one should assume how- 
ever, that the program has arrived and 
that there is nothing more to be done to 
improve it. 

We are dealing with a situation, which 
is a very dynamic one. Consequently, all 
aspects of the program must be kept un- 
der careful scrutiny. This means that we 
must be alert constantly to the signifi- 
cance of new evidence, on the basis of 
which we can arrive at what will be sound 
recommendations relative to the future 
of the program. 
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CURRICULUM 
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The contribution to total education 
made by teachers of insurance, must ex- 
press itself in two different directions. 
First, they must contribute to every citi- 
zen’s understanding of the principles of 
risk bearing, as they apply in a form of 
society which insists upon the citizen's 
right to exercise freedom of choice and 
therefore freedom of exposure to risk. 
Second, they must aid those who are to 
be underwriters, to acquire the compe- 
tence which they must have to act pro- 
fessionally. 

In serving the second of these func- 
tions of teachers of insurance, recogni- 
tion should be given to the very unique 
position they occupy in the entire field of 
education for business. The true profes- 
sional services of the insurance industry 
will be accomplished by underwriters 
operating as individuals, although the 
risks may be carried by insurance com- 
panies many of which will be large. Those 
underwriters who succeed must be ones 
who like to perform on their own. In 
other words, they must have the entrepre- 
neural urge. The breadth and depth of 
knowledge and the degree of judgment 
of each underwriter will determine both 
his contribution to society and his per- 
sonal success. These future underwriters 
will operate in an industry which prob- 
ably has given more serious thought to 
post-school education than has any other. 


The creation and support by the industry, 
of the American College of Life Under- 
writers and the American Institute for 
Property and Liability Underwriters, 
which are important connecting links be- 
tween other educational institutions and 
the training programs of individual com- 
panies, is unique. Their effectiveness is 
unquestioned. The examinations which 
are given for the CLU and CPCU desig- 
nations, presuppose a breadth of knowl- 
edge that makes them stand alone among 
professional examinations. These profes- 
sional designations are unique, too, in that 
they have earned a high degree of respect, 
without legal licensing. 

The discussion of the place of insurance 
in collegiate education can be approached 
with confidence that the task of insur- 
ance education will be performed quite 
formally and that the primary questions 
are “where?” and “when?” Also, since this 
discussion is not tied essentially to any one 
of several types of educational institu- 
tions, there is opportunity to concentrate 
more on those areas of knowledge which 
are essential to the professional under- 
writer and less upon the form of organiza- 
tion of educational institutions. 


Education for Business—A Perspective 


The purpose of this paper is to make 
some brief observations about education 
and specifically, education for business. 
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The balance of my remarks are intended 
to suggest no more than a perspective 
from which I might direct my own 
thoughts to your subject. Bear in mind 
that education is for the individual; that 
neither general education nor professional 
education starts, or stops, within colleges; 
that education for business has been a 
long time developing; that subject matter 
and a curriculum within any one school, 
evolve by a slow process, which must 
recognize the changes which are taking 
place in other subject matter areas in the 
same school; that the evolution of some 
degree of uniformity, as between business 
schools in different universities, has as its 
objective, quality of performance; and 
that the functions of educational institu- 
tions will change with time. 


Some Early History 


Without attempting a full review of the 
entire history of business education, I 
should like to cite two examples of early 
thinking in this field. These are often over- 
looked, but they do indicate that there 
were fifty years of recognition of the need 
for business education, preceding the 
founding of the earliest school of business 
which we know today. 

It was the individual operator who was 
in the mind of J. W. B. DeBows, when, 
in the 1830's, he proposed and brought 
about the establishment of a university 
in New Orleans, with five professorships, 
one of which was in Commerce and Statis- 
tics. He, himself, was appointed to this 
chair, because of his persuasive argument 
that economic relationships were becom- 
ing so complex that the individual busi- 
ness man could not operate without know!- 
edge of these complexities. His initial 
lecture to his students was published, 
thereby establishing him as possibly the 
first professor of business in this country, 
if not in the world. Unfortunately, his 
service probably ended after that first 
lecture, because epidemics of yellow fever 


and bubonic plague closed the school for 
some time thereafter and investigation 
disclosed no continuation of his activities 
when the school reopened. 

Another early start in business educa- 
tion, not usually recognized, indicates 
this same concern with the individual. In 
1869, President Robert E. Lee asked his 
board, in the institution which is now 
Washington and Lee University, to es- 
tablish a Commercial School “not merely 
to give instruction in bookkeeping and the 
forms and details of business, but to teach 
the principles of Commercial Economy, 
Trade and Mercantile Law.” 

The story of the creation of Wharton 
and subsequent business schools is too 
well known to require repeating, in this 
glimpse of the earlier beginnings of col- 
legiate business education. 


Subject Matter Fields 


Even though generalization is difficult, 
because of the experimental nature of 
most of the programs of business educa- 
tion in existence before World War II, it 
can be said that there was general ac- 
ceptance of a method of presentation 
within the schools, built upon subject mat- 
ter in economic principles, statistics, ac- 
counting, and business law. Economic 
principles, or theory, until the 30's, was 
presented largely from the standpoint of 
the individual as he would be affected by 
economic forces; accounting was pre- 
sented largely as bookkeeping, or as a 
tool for internal management; and busi- 
ness law was presented by the case 
method, but was limited primarily to com- 
mon law as it referred to business, and 
corporation law. 

For years, marketing as an area of 
study, was touched upon in the course 
in economic principles and in accounting, 
and there frequently were courses in ad- 
vertising and salesmanship. As time pro- 
gressed, courses in principles of market- 
ing began to appear and, in some instances, 
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the applied courses, such as advertising 
and salesmanship, were dropped. In many 
other instances, though, when the area be- 
came recognized, no courses were drop- 
ped and, instead, many were added with 
a marketing title. 

The same transition took place in the 
area now described as business finance. 
Economics departments, through their 
principles course, and often through de- 
scriptive courses in money and banking 
and corporation finance, previously had 
served to cover part of the finance area. 
However, accounting courses continued to 
supply what small contribution was made 
to the managerial aspects of finance. New 
courses in financial institutions and busi- 
ness finance began to relieve economics 
and accounting and, at the same time, 
made possible a more effective presenta- 
tion of the subject matter of finance, both 
as an area study and as a managerial con- 
cept. 

In the area of insurance, the principles 
of economics course, until the 1930's, 
rather traditionally covered the subject 
of risk bearing. Accounting courses and 
business law, to a lesser extent, treated 
superficially some of the coverages prim- 
arily available in the property field. 
Courses in general insurance covering 
both life and property, however, were 
becoming common before World War II. 

This brief look at the emergence of 
areas of instruction might indicate that 
there was much less for economics and 
accounting to do in the total pattern of 
education. This, however, was not the 
case, because at the time these changes 
were taking place, the political economy 
of the country was undergoing radical 
changes, ending in larger business units 
and a government managed economy. 
Economics became more clearly identified 
with institutions and less concerned with 
the individual, except as he was a statistic 
in the total political economy. 

Accounting, at the same time, had a new 


dimension for its operations, in that the 
bookkeeping or managerial aspects of ac- 
counting became only one of two import- 
ant functions. Accounting as a language, 
in which information on the larger busi- 
ness units was conveyed to investors, tax- 
ing authorities, regulatory bodies and 
unions, and even to economists, took on a 
value which, from many points of view, 
was significantly more important than its 
tool use in internal management. 

Economics, as a liberal study, became 
so widely accepted that great debates 
arose over the question of whether those 
economics departments, which were ad- 
ministratively within a school of business, 
but whose courses were freely open to 
liberal arts students, could long be kept 
out of the liberal arts departments. 

At the same time, accounting, as a lan- 
guage of public reporting, became of 
enough significance to economics that it 
increasingly came to be set as a prerequi- 
site. In my own teaching experience, I 
have seen accounting taught under the as- 
sumption that the students had had 
courses in economics. Then I have wit- 
nessed a reversal of this, so that economics 
courses presupposed courses in account- 


ing. 
Accreditation Standards 


Immediately following World War II, 
the deans of schools which were mem- 
bers of the American Association of Col- 
legiate Schools of Business, conceived a 
plan which had as its objective a coopera- 
tive effort to improve education for busi- 
ness. My comments about the events 
which followed are based upon my sub- 
jective appraisal of the motivations of 
those interested in this plan. 

The first action of the Association was 
to assert its own position as the accredit- 
ing agency for schools of business. This 
step was taken regretfully by many in 
the Association, but was accepted as a de- 
fensive measure against accrediting of de- 
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partments within the schools, by outside 
agencies or associations. The deans were 
mindful of the history of the American 
Chemical Society, an agency outside the 
university, which sought to accredit one 
department in colleges ‘of liberal arts. 
They knew that its excesses, together with 
those of other self-appointed accrediting 
agencies, had led to abuses which caused 
the presidents to establish the National 
Commission on Accrediting, as a defensive 
measure against external influences being 
exerted improperly within the universities. 
The American Association of Collegiate 
Schools of Business was probably one of 
the few professional organizations which 
welcomed the National Commission on 
Accrediting. 

The decision to become an accrediting 
agency, made it mandatory that the mem- 
bership be increased if the Association 
were to be truly representative of col- 
legiate education for business. An active 
program, urging non-member schools to 
qualify, was started and proved to be 
highly successful. 


Qualitative and Quantitative Standards 


At the same time that this plan was 
started, a revision was made in the State- 
ment of Standards. The original document 
was found to be a combination of stand- 
ards, intermixed with a few quantitative 
tests, designed to aid in the process of 
judging conformity with standards. For 
example, 4 standard might state that the 
faculty of a school must be adequate for 
the task it undertakes. This standard is 
unlikely to change and will be as applic- 
able in every period of time and to every 
school. If, however, the statement goes 
on to say that a certain percentage of the 
faculty must have terminal degrees, this 
represents only one quantitative test by 
which appraisal of the adequacy of the 
faculty may be begun. As such, it is merely 
a guide line to aid visitation committees 
in making qualitative judgments as to 


whether the faculty is adequate. The num- 
ber of terminal degrees may be one of 
the least important bases in judging com- 
parative adequacy of faculties. 

In the redrafting process, the first deci- 
sion was to limit the statement of stand- 
ards to those of a qualitative nature. At 
the same time, there was to be issued a 
separate document containing quantita- 
tive measurements, as guide lines to visi- 
tation committees and schools seeking 
membership. It was felt that this latter 
document, called Executive Committee 
Interpretations, would be temporary in 
nature and subject to frequent changes 
as time and conditions changed. With this 
division, the Association was encouraged 
to add several more quantitative tests to 
the Interpretations. 

It is unfortunate that subsequently these 
two documents were merged into one, 
thereby changing the meaning of the 
word “standards”, from one having a 
qualitative emphasis, to one with a quan- 
titative emphasis. Because the number 
of quantitative tests had increased when 
they were thought of as mere guide lines, 
their combination into one document, ac- 
tually made the resulting statement of 
standards far more quantitative than it 
had been in the first place. The mathema- 
tical rigidity which this brought about, 
has resulted in a situation in which it is 
possible for the uninformed to assert that 
member schools which clearly meet all 
qualitative standards, do not meet the 
standards of the Association. This is an 
unfortunate result. 

The same rigidity of quantitative think- 
ing has since become evident in the under- 
standing of the core areas, as set out at 
that time. Subsequent slight changes in 
wording have emphasized this shift. The 
committee which drafted the original 
statement, was little concerned with 
courses as such. It had seen instruction 
in the tool areas, such as economics, ac- 
counting, statistics and business law, 
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develop and become a part of a common 
pattern in business schools. It had seen 
these tool courses used as a basis for 
teaching principles in the areas of mar- 
keting and finance, whose evolution as 
teaching areas has been described. 

When they were redrafting the stand- 
ards, the members of the committee 
looked at the broad areas of business 
operation. Here it was possible to dis- 
tinguish two identifiably different, but 
continuous functions; i.e., production and 
marketing. All other activities were but 
service functions in this continuous stream. 
If, then, the schools were to educate those 
who might become administrators or man- 
agers, it would be reasonable to assume 
that they should have some knowledge of 
special principles which might apply 
throughout these functions. 

It was discovered that perhaps the most 
generally neglected area was in produc- 
tion. Only a small proportion of business 
school graduates had been exposed even 
to the terminology of the production area, 
except as they may have encountered it 
in courses in cost accounting and to a 
limited extent in a few other courses. It 
therefore seemed reasonable to insist that 
at least some basic work should be devel- 
oped in the production area. The com- 
mittee hoped for an evolution similar to 
that in marketing and finance at an earlier 
time. That it did not mean “courses” was 
evident from the fact that few of the 
eleven schools represented on the com- 
mittee, had a course labeled “Production,” 
and fewer of them required such a course. 


Core Areas 


Unfortunately, as time passed and, spe- 
cifically, when the quantitative tests were 
merged into the statements of standards 
of the Association, it was natural to assume 
that courses in each of these areas were 
to be in the curriculum of each business 
school. The Gordon and Howell Report, 
about which more will be said later, wor- 


ried about production as a core area, be- 
cause this seems to preclude courses in 
menagement principles. From my own 
point of view, nothing could be further 
from the original intent of the statement 
of the core areas. Even those who look 
upon the Statement of Standards as an 
insistence upon labeled courses in each 
area, find an assumption that the “cap- 
stone courses” are to be management prin- 
ciples, since it was education for manage- 
ment which was to be accomplished. The 
later editing, which resulted in “manage- 
ment” becoming the generic term to de- 
scribe the area, instead of “production”, 
tended to subordinate the term “manage- 
ment” to a status only parallel with finance 
and marketing. This discussion may show 
why we should be careful about saying 
that a particular school does not meet 
the Standards of the Association. 

Teachers of insurance may wonder why 
insurance was not included as a part of 
the core area, because certainly no system 
of free enterprise open to the individual, 
as we know it, could exist without some 
plan by which calculable risks could be 
pooled through private agencies. 

My answer is that it was assumed that 
anyone who was to be a graduate of a 
business school and who aspired to be the 
manager of a business enterprise or even 
if not a manager, was to be capable of 
making his own personal choice of risks, 
would be familiar with the institution and 
service of insurance. 

Insurance, therefore, while an integral 
part of any description of business admin- 
istration, is not confined to business opera- 
tion, but covers a much broader area than 
that which was set out as being uniquely 
the province of education for business. 

After an effort had been made to iden- 
tify core areas, it was obvious that the 
implementation of a plan to accredit 
schools of business could not be accom- 
plished with a working force limited to 
the personal efforts of deans, operating 
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within the fiscal resources provided by 
modest annual dues levied upon member 
schools. 


Council for Professional Education 
for Business 


The natural first move was to enlist 
the support of faculty members. Many of 
them, it will be remembered, were inter- 
ested in accrediting departments within 
schools of business, an indication that they 
had a genuine desire to work toward im- 
proved standards of performance of busi- 
ness schools. The initial step in this 
direction was taken with the creation of 
the Council for Professional Education for 
Business. This was conceived of as the 
agency through which the full resources 
of the faculties of the schools of business, 
and their professional affiliates, would be 
brought to bear upon the problems of 
evolving a pattern or plan of business edu- 
cation and, more importantly, the imple- 
mentation of the plan. 

The American Association of Collegiate 
Schools of Business would, as a natural 
result of the new conception, lose its 
identity as a “Deans’ Meeting,” which con- 
fined itself to accrediting routines. The 
Council would, through interchange of 
ideas between faculty members and deans 
as faculty members, develop standards of 
performance which, through their com- 
bined efforts, could be implemented, and 
which could then be used as standards 
in improving the accrediting process. It 
was suggested hopefully that presidents of 
universities might be induced to attend 
the meetings of this serious segment of 
their faculties, at other times than when 
they were looking for a dean. The most 
important plansfor the Council have 
never been implemented. 

In conjunction with the dream of that 
happy millennium of combined efforts of 
faculties and administration, it was natural 
to assume that such a plan of study of 


business education should be extended to 
include the business community and that 
an effort should be made to determine 
where collegiate education should stop 
and where, perforce, industry education 
should take over. 


A Pilot Plan Scuttled 


A plan for a formal study of education 
for business seemed imperative and was 
initiated by a pilot study, during which 
the active constructive cooperation of 
business in a project of this nature, was 
assured. There then seemed nothing more 
to do than to enlist the support of those 
who were in a position to deal with educa- 
tion with a broad view, to assure the suc- 
cess of the project. The American Council 
on Education seemed the most appropri- 
ate agency to delineate the direction of 
the study and to seek foundation support 
for its accomplishments. 

The pilot plan was submitted to the 
American Council’s executive committee 
and received favorable reactions until one 
university president who, completely mis- 
interpreting the motives of those indi- 
viduals making the report, said, in effect, 
that his eleven economists were making 
a greater contribution to American busi- 
ness than all the business schools in the 
country. This remark was about as re- 
sponsible and as appropriate to the ques- 
tion as that of Marie Antoinette, when she 
said “Let them eat cake.” The result, too, 
was as fatal, except that the death in this 
instance was not that of the speaker, but 
the death of a serious proposal, a proposal 
designed to study a trend which was 
causing a phenomenal, if not an alarming, 
increase in the number of students in 
schools of business. Insofar as I know, no 
further effort has been made to enlist the 
support of the American Council on Edu- 
cation which, except for this unfortunate 
incident, might well have supported the 
plan at that time. 
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The Kozelka Report 


Failing in this effort, the Association 
none-the-less embarked on a study of 
much more modest proportions, which re- 
sulted in the Kozelka report. Despite the 
obvious merits of this study, little has 
been done by the Association since then 
to assure the completion of the total plan 
of a group effort to improve business edu- 
cation. 


Foundation Studies 


It is gratifying, however, that during 
this lull, the Carnegie Corporation and 
the Ford Foundation simultaneously de- 
cided that they should study education 
for business. 

You may ask, what will be the probable 
impact of the two publications, which 
resulted from these studies, upon collegi- 
ate education for business? This is a diffi- 
cult question because these are thoughtful 
studies by thoughtful men, and any ad- 
verse comment on the impact of their work 
may be interpreted as a reflection upon 
them. You may be sure that no such re- 
flections are intended by my remarks. 

These reports, insofar as the authors 
are concerned, are not intended to rival 
the Flexner report on medical education. 
Nor do they do so. The impact of the 
Flexner report was so great, because of 
the obviously low state of medical educa- 
tion and the acknowledged importance of 
medical practice to the public. 

Neither of these features apply to a 
marked extent, in either business educa- 
tion or in its general education base. It 
is, therefore, unreasonable to expect much 
impact from limited inquiries, such as 
these studies represent. They offer little 
that is new to those who are teachers of 
business and who are, therefore, in a posi- 
tion to bring about change from within. 
The things that the studies find bad, are 
not so bad as to be startling; the new 
directions which are indicated, are not so 


clearly charted as to impel those outside 
the teaching field to demand a change. 

Furthermore, both studies represent 
primarily the bias of the investigators 
and/or the foundations which supported 
them. In saying this, the term “bias” is 
not used in a derogatory sense but in a 
directional sense. They simply do not 
cover the issues. 

It is, of course, impossible to review 
these studies at this time, nor is that desir- 
able since they are available for reading. 
I cannot extol their virtues more than by 
urging all business teachers to read them. 

It seems that both studies conceive of 
the function of collegiate education for 
business as primarily that of training an 
employee for business, even though he is 
to be an employed president. Little 
thought is given to the entrepreneur in 
business and that thought which is given, 
is somewhat condescending. Perhaps we 
have moved so far away from the era of 
Andrew Carnegie and Henry Ford, that 
we can say honestly that business edu- 
cation is dedicated to training employees 
for a business bureaucracy, but I doubt it. 

For years, it has been of real concern 
to many in business education, that more 
of our graduates have not left college 
with their entrepreneural urge sharpened. 
There have been those who wondered if 
we were not causing this urge to diminish. 
They thought they saw evidence of this 
in the increasing number who preferred 
jobs in large business, because of the se- 
curity offered. But these were not only 
the timid. There was unquestionably a 
much larger group, composed of dedicated 
organization men, with the conviction 
that they would be neither happy nor 
effective in working alone. Neither of 
these groups would be of special interest 
to us. 

The discussions in the two reports, of 
the levels of management for which busi- 
ness students are to be educated, suggest 
that we may be beginning to think in 
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terms reminiscent of those which have 
prevailed in liberal arts departments of 
education. I refer to their emphasis upon 
elementary education and secondary edu- 
cation, to the neglect of subject matter. 
If this interpretation is correct, the direc- 
tion it points should be of little interest 
to us. 

On balance, I would say that the aca- 
demic field of insurance came out very 
well as a result of these studies. Professor 
Pierson casts aside this subject matter 
rather casually (p. 206) by somehow 
classifying it with secretarial science. On 
the other hand, the Gordon and Howell 
report finds a place for insurance. But, 
the place of insurance in education is 
not likely to be that which either of them 
suggests. In fact, it may not follow the pat- 
tern suggested by current deliberations. 
What is done today, however, should 
have an important effect on that place, so 
perhaps we should turn to the subject of 
this conference. In doing so, may I invite 
attention to a few matters which are im- 
portant as you look ahead? 


The Future 


A college degree increasingly is looked 
upon as a requirement for a job, unfor- 
tunate as that may be. Those whom we 
now teach, typically have had fourteen 
years of grade, high school, and college 
work in general education. This is likely 
to be true whether one teaches in a school 
of business or in a liberal arts college. 
Those who stay in school to complete 
work for a degree spend two years in 
specialized work, by choice or not, in some 
area in which the orientation is toward 
professional competence and a job. With 
two years of military service for men, they 
are about twenty-four years old when they 
are ready for the job. If, however, they 
go to a business school which operates 
on the graduate level, they may be twenty- 
six years old. This is a long time in the 
life span of each student. We should 


join with those who now inquire whether, 
by concentrating on proven fundamentals, 
beginning with the first grade of ele- 
mentary school and carrying on through 
general education and professional educa- 
tion, we cannot shorten this period and 
at the same time do a better job. 

We are faced with a tremendous in- 
crease in the number of students of col- 
lege age. This increase will, of course, 
have unequal effect upon our colleges 
and schools because some will be able to 
limit their enrollment and some will not 
or may not wish to do this. Economic 
forces, higher standards of admission, 
higher standards of expected performance, 
or even a disenchantment with the value 
of college, may be factors which will tend 
to reduce the percentage who go to col- 
lege, except that other pressures are 
likely to more than offset any such reduc- 
tion. These other pressures are, of course, 
shown in the well organized movement to 
urge that more and more of the burden of 
educating children be assumed by the 
state or federal government, both on the 
lower levels and in college. 

Do you believe that those who support 
this movement, on the principle that 
“Nothing is too good for my children as 
long as you pay for it”, will be content to 
let your children get the final coveted de- 
gree, if their children do not get one? 

If these movements are successful, the 
increase in total college population wiil be 
much greater than would be caused by a 
mere population increase. 

If, as a result of these pressures, spe- 
cific job getting becomes, for a time, the 
end purpose of all college education, 
efforts must be made to avoid the frustra- 
tions which come from having no job 
available or from having one in which 
the individual has no genuine opportunity 
to use his education in a meaningful man- 
ner. Most teachers know of many in- 
stances now in which those trained in 
engineering, the sciences, psychology, and 
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political science are experiencing this 
frustration. Because of the close associa- 
tion which the insurance teacher has with 
the insurance industry, he is in a much 
better position to control this than are 
most other teachers. Insurance teachers 
should begin to think ahead as to how 
this is to be accomplished. 

It may be that some of the best of these 
students who have an entrepreneural bent, 
and who also have an aptitude for the 
difficult knowledge which they must 
possess to be underwriters, will be in edu- 
cational institutions which are unwilling 
to provide them with this knowledge. If 
so, it may be necessary to provide them 
with an opportunity to study outside the 
usual channels. With industry encouraged 
programs offered in the summer, between 
the junior and senior year, or programs at 
that time, and others in the summer after 
graduation, they might not be delayed 
unduly in their entry into effective service 
as underwriters. 

Such a plan, however, would presup- 
pose that recruiting by industry would not 
take place at the time of graduation, but 


near the end of the junior year, when 
the student is about age 21. With the help 
of the teachers, this might make for a 
more effective recruiting program. 

If, as I believe, there is a core of knowl- 
edge of insurance which every citizen 
should have and there is a further solid 
core of special fundamental knowledge, 
which one who is to be an underwriter 
must have to be effective, this coopera- 
tive attempt to identify it and find the 
place for it in educational institutions, is 
important. I hope that such a good job 
will be done that the A.A.C.S.B., the Ford 
Foundation and the Carnegie Corporation 
will take heed of it, as the accomplish- 
ments of a group which has thought 
through the whole problem, beyond the 
limited view which has been taken to 
date. 


Norte: Following this Orientation Address by 


Dr. Buchan, a workshop session was devoted to 
a consideration of The Place of Insurance in the 
Collegiate Curriculum. Future issues of The 
Journal will continue this discussion of the timely 
subject of curriculum objectives of American col- 
leges and universities, with special reference to 
the area of insurance education. 
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The title of this paper refers not only to 
testing in insurance, but to insurance in 
testing. Insurance can be thought of as 
protection or security against risk. A test, 
properly conceived and properly executed, 
can also be thought of as a form of in- 
surance. 

Insurance against what? Insurance 
against the risk of putting square pegs in 
round holes. Insurance against having a 
man enter a profession such as insurance 
when, in fact, both he and the insurance 
profession would be better off if he were 
to enter some other profession, testing 
perhaps. Tests, properly developed, can 
insure that standards are maintained in a 
profession—or in a classroom. Tests, prop- 
erly developed, can insure that students 
in a class will be evaluated and graded 
properly. Most important, perhaps, good 
tests can insure against the risk that every 
teacher runs, that, after the teaching is 
done, the testing will distort or destroy 
much that was worthwhile in the teach- 
ing, by emphasizing to the students the 
least important objectives of instruction. 

How do we write testing insurance? 
How do we protect against the risks in- 
herent in bad tests? In attempting to an- 
swer these questions, particular attention 
will be given to classroom tests. Most 
of the generalizations, however, will apply 
to tests either in the classroom or in a 
nationwide testing program. They will 
also apply, in the main, to both essay and 
objective tests. The principles of test con- 
struction do not change. 


What are these principles? This ques- 
tion may be answered by asking and an- 
swering another. Why do we test? 

We test to find out something, to ob- 
tain information. We want to know if our 
teaching has been effective or, conversely, 
if our students have learned anything. We 
want to know, for example, if this man or 
that one is qualified to practice the pro- 
fession of insurance underwriting. In 
short, there is something in particular we 
want to find out about an individual or a 
group, and a test is one way of accom- 
plishing this. In this respect, a test is no 
different from an interview, or a ques- 
tionnaire, or any other systematic method 
of obtaining information. 

In fact, one of the characteristics of a 
good test is that it is a systematic, rather 
than a haphazard, method of obtaining 
information. It is true that, at their worst, 
tests may be systematic only in the sense 
that question two follows question one. 

Perhaps the necessity for a systematic 
approach would be less vital if the in- 
formation we obtained in the typical test 
represented the total universe of informa- 
tion sought—if, for example, an end-of- 
course test could ascertain everything a 
student knows or does not know about 
every aspect of the subject-matter of the 
course. Sometimes students seem to learn 
so little that this problem seems academic. 
But in most situations, the problem is that 
in one, two, or three hours, or even in 
twice three hours, we cannot ask all the 
questions it is possible to ask, to find out 
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what each student knows and how well 
he knows it. This is particularly so be- 
cause what one student knows will be dif- 
ferent in some respects from what any 
other student knows, even among students 
of the same level of ability. 

Therefore, since it is impossible to 
measure every student’s knowledge ex- 
haustively, a test does the only practical 
thing. It samples the knowledge of the 
students. And because a test is only a 
sample of whatever it is we are seeking 
information about, it must not yield mis- 
leading or false results. If we test students 
in insurance, we sample their knowledge 
to determine how much each student 
knows, either in absolute or in relative 
terms. We must be sure that what we find 
out, and the judgment that follows from 
this finding out, has been insured to the 
best of our ability against the risks in- 
herent in such a process. 


Insuring a Test 


To be insured against risk, a test should 
satisfy two essential conditions. First, the 
information obtained from it must be re- 
liable. That is, we must have confidence 
that, were we to sample the same universe 
of knowledge again, in a parallel or an 
identical way, the results would not be 
significantly different the second time, or 
the third, or the fourth. 

By way of example, consider an analogy. 
Suppose one wishes to measure the di- 
mensions of some object, a table or a room. 
Instead of the usual tape measure, he has 
one made of rubber, so that it stretches as 
it is used, and probably not to the same 
degree each time. The result is that every 
time the measurements are taken, the di- 
mensions are different. The method—the 
test—for obtaining the desired informa- 
tion is unreliable. Now suppose there are 
several tables to measure. It is impossible 
to say which table is the largest, because 
it is impossible to rank the group in exactly 
the same way twice. The test is unde- 


pendable and a waste of time. This prob- 
lem of reliability will be referred to later 
when objective tests are compared with 
essay tests. 

Second, the information we obtain must 
really be information about whatever it is 
we have tried to find out. This may sound 
like circular reasoning, but it is not. Let 
us use an example from another field, only 
remotely related to testing. Many will re- 
call the Literary Digest poll of 1936. In 
that year, Landon was running against 
Roosevelt, for the presidency. The Literary 
Digest conducted a poll to find out in 
advance how the voters, all the voters, 
would decide. The results of its poll 
showed an overwhelming Landon victory. 
Unfortunately, for the Literary Digest, 
that was the year in which 46 states car- 
ried for Roosevelt. Were the Literary Di- 
gest pollsters dishonest? Not at all. They 
simply constructed and administered a 
“test,” if you will, which did not fit their 
purpose, which did not measure what it 
was supposed to measure, and which, 
therefore, made their results invalid. That 
is, they polled telephone owners in a 
period when having a telephone was a 
luxury, and in 1936 few could afford lux- 
uries. The poll may have been valid as a 
test of the voting behavior of the tele- 
phone owners, but that was not what it 
was intended to measure. 

The editors of the Literary Digest used 
the wrong “test” for their purpose. Like- 
wise, achievement tests may measure 
either knowledge or ability in equally in- 
valid ways. By way of obvious example, 
no one would use a test of cooking ability 
to select an automobile mechanic (al- 
though sometimes it may seem so ). To use 
a better example, a test which purports 
to measure course achievement, but which 
covers material from only the last two 
assignments, is invalid as a course achieve- 
ment test. And, a test which is intended 
to measure a man’s ability to think, but 
only measures his ability to parrot memor- 
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ized facts, is equally invalid. The validity 
of a test depends on its ability to meas- 
ure that which it is intended to measure. 

Basic to sound test construction is the 
recognition that a test is a sample of a 
domain to be measured and that the 
sample must be both a reliable and valid 
one. One could say that all of the tech- 
niques of test construction stem from 
recognition of these considerations and 
the attempt to satisfy them. How can a 
test be a reliable sample of a student's 
knowledge and, further, how can it be a 
valid sample? Let us take these one at a 
time. 


Achieving Reliability 

How can we have reliable tests? The 
answer is, by constructing a test in which 
scores are not significantly influenced by 
factors which, in one way or another, con- 
fuse the issue or, to borrow a term from 
communications theory, throw noise into 
the system. Such factors are chance, ambi- 
guity, and irrelevancy. 

Ideally, chance should have nothing 
whatsoever to do with test performance. 
Realistically, it can and often does affect 
test results in a number of ways. Perhaps 
the most typical chance effect in tests oc- 
curs as a result of poor sampling. A test, 
as indicated earlier, is a sample of a 
domain. We cannot ask every possible 
question of the students, so we select cer- 
tain ones to ask. Unfortunately, however, 
we can make mistakes. That is, we may 
sample students’ knowledge in such a way 
on one occasion that, should we alter the 
sample on another occasion, we cannot 
depend on getting approximately the same 
results again. If our sampling of students’ 
knowledge is biased or insufficient, obtain- 
ing either a high or a low score on our 
test may be a matter of luck. 

Let me give you an example from an 
area that is less familiar to you than 
insurance, but one which we all know 
something about, American history. Im- 


agine for the moment a group is being 
tested on its knowledge of American his- 
tory. The test is as follows: Who was the 
winner of the presidential election of 1840? 
Those who know the answer to the test 
question are to be certified as knowing 
American history. Is this a fair test? Obvi- 
ously not. Some of the group probably 
know a great deal of American history, 
but as luck would have it, they have for- 
gotten the one fact required by this test. 
They will complain that had they been 
asked more questions, they could have 
demonstrated their knowledge. In recog- 
nition of this proper complaint, the test 
is now revised to include the following 
additional questions: Who was the losing 
presidential candidate in 1840? Who was 
the winning candidate in 1844? Who was 
the loser in 1844? If this seems nonsensical, 
the desired point has been made. The 
mere asking of questions does not guar- 
antee adequate sampling of students’ 
knowledge and it leaves too much to 
chance. 

A knowledge of the presidential election 
of 1840 is not the sine qua non of profi- 
ciency in American history, nor is a 
knowledge of the other questions which 
were asked. The sample of knowledge in 
this area was, first of all, insufficient and, 
second, it was biased. Those who, by some 
accident of fate, remembered the presi- 
dential elections of the 1840's, did well, 
but should the test next time cover instead 
the tariff legislation from 1816 to 1933, 
some would not be so lucky. Clearly, the 
only fair test in American history, or in 
any area for that matter, is one that sam- 
ples broadly, so that even should different 
questions be asked at another time, the 
results for a particular group would not 
differ greatly from those of the first test. 
This would happen because on each occa- 
sion those who were tested have had an 
opportunity to show what they know or 
do not know. 

Chance effects can also make test re- 
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sults undependable if a test is not appro- 
priate in its level of difficulty for a given 
group. If a test is so difficult that no one 
taking it really knows the answers to the 
questions, then insignificant chance varia- 
tions in the answers, in effect, become 
important differences because they may 
be the only ones which distinguish one 
test paper from another. Conversely, if a 
test is so easy that everyone really knows 
the answers, again chance errors in the 
answers may account for any differences 
in test scores. Under such circumstances, 
any slight variation in test performance 
will affect test results more significantly 
than if the test is appropriate for the 
group. 

It probably rarely happens that a test 
is entirely too difficult or too easy for the 
group for whom it is intended, but tests 
often err in one direction or the other. It 
is a sound testing principle that, in most 
circumstances, the test that will yield the 
most reliable results is one which presents 
the group with questions which are neither 
too easy nor too difficult for the average 
student. By following this principle, we 
can begin to separate out students of 
different ability. The very able will find 
the questions easy; the ignorant will find 
the questions impossible. The sheep will 
be separated from the goats, because the 
sheep will really look and behave differ- 
ently from the goats, so far as that test is 
concerned. 

Ambiguity is another cause ‘of unre- 
liability in tests. This does not need 
lengthy explanation. Simply put, ambigu- 
ous wording of questions produces ambi- 
guous results. If test questions are stated 
so unclearly that some students interpret 
them one way and others of equal ability 
interpret them in another way, the test 
results will be less accurate. Consider the 
American history questions which were 
used earlier. One question asked, who 
was the losing presidential candidate in 
the election of 1840? The fact is, that the 


question is ambiguous. There were two 
losing presidential candidates in 1840, 
Van Buren for the Democratic party and 
Birney for the Liberty party. Even as un- 
complicated a question as that one, needs 
clarification. Typically, test questions are 
much more complicated in their wording. 
Incidentally, the cards were not stacked 
deliberately in this illustration. It is a 
particularly pointed example because it 
was not until after this question was writ- 
ten as an illustration for this presentation, 
that its ambiguity was discovered. There 
is a moral here to which reference will be 
made later. 

Another cause of unreliability in tests is 
irrelevancy. If tests contain elements 
which have little to do with what is being 
tested, but which do influence the test 
scores, these too will tend to obfuscate 
the results. A common problem in this 
regard concerns the speededness of tests. 
In most tests used in education, speed 
should not be a factor which significantly 
affects test scores. In these tests we are 
concerned primarily with measuring the 
individual's intellectual power. Although 
intellectual speed is related to intellectual 
power, it is not so closely related that one 
can assume that the two go hand in hand. 
Yet, sometimes tests put a premium on 
speed. The effect of this often may not 
be readily apparent until the same or simi- 
lar tests are administered with more gen- 
erous time allowances. It is then that we 
may discover that scores on certain tests 
may fluctuate directly with the amount 
of time permitted for taking them. Scores 
for a group may be significantly higher 
when more time is allowed and, what 
may be more important, certain individual 
scores may show significant gains which 
are far above average. In most situa- 
tions tests do need to be timed, but it is 
vital that the timing not be a controlling 
factor in determining test performance, 
unless speed is what is desired to meas- 
ure. 
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Making Tests Valid 

However, eliminating from tests such 
elements as chance, ambiguity, and irrele- 
vance, is not the entire recipe. Even 
though every effort were made to develop 
the most reliable test possible, by control- 
ling for speed and for difficulty, by making 
every question clear and unambiguous, 
and by including in the test a sufficient 
number and variety of questions, the re- 
sulting test would not necessarily be a 
good one. It may be reliable, but it may 
not be valid. 

Validity takes many forms in testing. 
Some of them are not particularly pertin- 
ent to our topic today. But one type of 
validity which is indispensable in achieve- 
ment testing, is content validity. The 
earlier example of an American history 
test will serve to explain what is meant. 
Suppose that many more questions were 
included in the test. Suppose they were 
unambiguous. Suppose also that they 
covered a variety of topics, not only presi- 
dential elections, but also diplomacy, legis- 
lation, business, and a multitude of other 
topics. Would the test be a valid one? 

Unless different kinds of questions were 
asked, we would have only a valid test 
of facts about American history. Few 
teachers would be willing to say that such 
a test measured the really important ob- 
jectives of teaching American history. The 
test would not measure a student’s under- 
standing of trends, of causes and effects, 
of themes and interpretations, and of 
much more! 

Let us move into the area of insurance, 
and pose the same problem. Would a test 
which demands only that a student recall, 
from memory, the definitions of terms, 
be an adequate test of his knowledge of 
insurance. Indeed it would not. For 
achievement test content to be valid, the 
test must measure the important outcomes 
of instruction. Do we believe that the 
insurance student should be able to read 


and understand data, to draw valid gen- 
eralizations from the data, to identify a 
problem and suggest a solution, to com- 
pare the merits and limitations of differ- 
ent solutions? If he should be able to do 
all this and more, using his knowledge of 
insurance as a physician similarly uses his 
knowledge of medicine, to diagnose and 
prescribe, the tests we give the insurance 
student must demand these same abilities. 

There is nothing haphazard about the 
way such abilities come to be measured 
in tests. If they are in the test, they are 
there as the result of careful planning 
and careful preparation of the test ques- 
tions. This is true for either objective or 
essay tests. In the dictionary, valid is de- 
fined as “sound or well-founded.” Most 
sound or well-founded ideas or objects are 
not created easily. They are preceded by 
a good bit of mental and/or physical pers- 
piration. Valid tests are no exception. 

Valid tests must begin with a plan. 
Probably the one most serious deficiency 
in the art of test construction as it is typi- 
cally practiced, is the lack of thought 
which goes into the planning of most tests, 
and the complete lack of explicit planning 
which characterizes some tests. Typically, 
test construction is thought of as a process 
of writing questions. Actually, the writing 
of questions should be a second step, 
sometimes even a secondary step. 

The first step is the plan. It should in- 
volve a detailed consideration of the 
knowledge and the abilities which the test 
will attempt to measure. The formulation 
of test objectives for, let us say, an end-of- 
course achievement test, could begin by 
posing questions: What has been import- 
ant in this course? What has been its pur- 
pose? What is the knowledge that the 
typical student ought to have acquired in 
this course, and what are the abilities that 
he ought to have developed? What kinds 
of intellectual behavior characterize the 
able students in this area and distinguish 
them from failing students? What do I as 
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a teacher expect these students to be able 
to do upon completion of this course? 

As can be seen, the best way to decide 
what should be tested is to decide what 
should be taught. Making a list of the 
answers to questions such as the preceding 
ones, will provide the most necessary ele- 
ment of the test plan. Preferably the plan 
should be written down, but whether it 
is a written list or a mental list, it is essen- 
tial that thoughtful consideration be given 
to it. 

With a statement of test objectives in 
hand or in mind, the next necessary step is 
deciding which of the objectives deserve 
more attention than others and which 
deserve less. Again, a little soul-searching 
is in order. Is factual knowledge the most 
important course objective? If it is, are all 
facts equally important? If, on the other 
hand, there are things students should be 
able to do with the facts, are these more 
important or less important than the fac- 
tual knowledge itself? 

From these questions, it is an easy 
transition to another one. How should the 
student be asked to demonstrate his 
knowledge? What types of questions 
should be written for the tests? But be- 
fore we consider how we test, it should be 
emphasized again that before a question 
is written, there are a host of decisions that 
need to be made concerning why and 
what we test. After such decisions are 
made, and a plan for the test has evolved, 
the actual writing of test questions can 
be done more intelligently and more easily. 
In fact, the nature of the questions written 
should stem directly from the test plan. 
That is, the writer of the test questions 
should attempt, as imaginatively as possi- 
ble, to require in his questions the kinds 
of student behavior which, in the test plan, 
he has identified as being of primary im- 
portance. 


Essay or Objective Questions 
Sometimes, in translating test objectives 


into test questions, one wonders whether 
to use essay or objective questions. There 
is no clear-cut choice. It depends on a 
host of circumstances. Some issues can 
be raised and some suggestions made in 
the light of certain of the problems of test 
construction which have been considered 
thus far. 

First of all, it must be remembered that 
a test is a sample of a student’s knowledge. 
If the sample is not representative, the 
test is a biased one and the results ob- 
tained will be biased and unreliable. One 
of the limitations of essay tests is that be- 
cause of the time needed for writing, the 
number of questions that may be asked per 
unit time, is less than for an objective test. 
Although it does not necessarily follow 
that a smaller sample is a less representa- 
tive sample of a student’s knowledge, there 
is some risk that in an essay test, with 2 or 
3 questions per hour, some students will 
have less opportunity to show what they 
know or do not know, than in an objective 
test with 75 to 100 questions per hour. 
On the other hand, in a class where sev- 
eral essay tests may be given over the 
course of a semester, the opportunity to 
obtain a representative sample of a stu- 
dent’s knowledge is much greater than in 
situations where everything depends upon 
one examination. 

Users of essay tests must contend not 
only with the possible unreliability of the 
sampling of a student’s knowledge, they 
must also deal with the problem of read- 
ing reliability. No matter how excellent the 
essay question, if equal justice is not ac- 
corded to each student in grading his 
answer, the essay test has failed in its 
purpose. The basic problem is that teach- 
ers often do not even agree with them- 
selves when they read papers, much less 
with other readers. For example, in one 
study of this problem, it was found that 
when a given essay was graded twice by 
the same 28 teachers, 15 who gave it pass- 
ing marks the first time, failed it on the 
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second reading, while 11 who failed it the 
first time, passed it on the second. This 
finding is not atypical. 

Since they do not have to surmount the 
problem of reading reliability, objective 
tests often can be useful, even in situa- 
tions where it would seem otherwise. Con- 
sider the matter of testing writing ability. 
A recent study started with the premise 
that the single most accurate and compre- 
hensive available evaluation of a student'’s 
ability to write would be that made by 
his English teacher who has read every- 
thing he has written over a period of a 
year or more. On this assumption, the 
College Entrance Examination Board 
asked English teachers in six good private 
schools to rate their students on factors 
such as mechanics, style, organization, 
reasoning, and content. To determine what 
kind of test gave the most similar ap- 
praisal of the students, the ratings were 
compared with their scores on three meas- 
ures: a composition test, an objective test 
of writing ability, and an objective verbal 
aptitude test. All three tests were College 
Board tests. They were constructed care- 
fully and, in the case of the composition 
test, were graded carefully by school and 
college teachers of composition, under 
conditions designed to maximize reader 
reliability. 

What did the results show? Both in 
over-all ratings and on specific qualities, 
there was a low degree of correlation be- 
tween the teachers’ ratings and the in- 
dividuals’ scores on the composition test. 
There was a considerably higher correla- 
tion of the teachers’ ratings with the 
scores on both the objective test of writing 
ability and the verbal aptitude test. The 
objective tests, that is, agreed more closely 
with the teachers in identifying good and 
poor writers than did the essay test. When 
the students took all three tests a second 
time, their scores on the objective tests 
remained almost the same, while their 
scores on the essay test differed rather 


widely from those received the first time. 
The objective tests were both more ac- 
curate and more consistent in identifying 
the students’ abilities. 

This discussion should not be inter- 
preted as making a case against the essay 
test. There are sound reasons for the use 
of the essay test, but these usually do not 
hinge on considerations of reliability. The 
case for its use seems to stem from a con- 
cern for the content validity of tests. One 
of the most popular arguments for its use 
is that it requires behavior which cannot 
be required by an objective test. For 
example, the essay test may require that 
the student exercise the ability to pull 
from his mind a series of seemingly un- 
related ideas and to fashion them into a 
coherent and original analysis of a prob- 
lem. If the essay test is used in an attempt 
to measure this type of behavior and if, in 
addition, it is used with full knowledge of 
the accompanying problems of reliability, 
it is worth using. But, if an essay test 
requires only that the student give back 
answers that he has consciously or uncon- 
sciously memorized, and if the questions 
asked do not provide for an adequate or 
representative sample of his knowledge, 
and if the essays are read and graded 
without regard to reading reliability, the 
case for the essay test is weakened con- 
siderably. 

It will be recalled that in the earlier 
discussion of the sample American history 
test, it was stated that the ambiguity in 
one of the questions was not recognized 
until an attempt was made to answer it. 
The moral there, is that no question should 
be directed at a student if the questioner 
has not previously askec’ himself the ques- 
tion, formulated an acceptable answer, 
and satisfied himself that the question, 
with the desired answer, is a fair and man- 
ageable one for the student. EsJay tests 
can be reliable tests, particularly in areas, 
such as insurance, where knowledge of a 
subject is required to answer the ques- 
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tions. One of the problems with essay 
tests of writing ability, is this lack of 
such a criterion by which to judge stu- 
dents’ responses. It is ironic, is it not, 
that in the field of English composition 
there should be greater difficulty in de- 
veloping reliable essay tests than in other 
fields? 

Certain of the merits of objective tests 
have been indicated, either explicitly or 
implicitly. As in the discussion of the 
merits of the essay test, our concern has 
been with those objective tests that are 
constructed properly. Certain steps have 
been suggested, in general terms, that may 
be taken to insure that objective tests 
will be constructed properly. In addition, 
the “Suggestions for Preparing Multiple- 
Choice Items,” which appear at the end of 
this paper, indicate specific steps that may 


be taken to improve the writing of objec- 
tive tests. 

The one additional point that ought to 
be made in this regard is that objective 
tests need not be, and should not be, 
measures of memorized facts. It is possi- 
ble to write objective questions that 
require that students think critically, ana- 
lyze data, perceive relationships, and solve 
problems. For example, note the following 
comparison of objective and essay ques- 
tions in the areas of life and property in- 
surance. Each of the four sets contains 
both types of questions to show how the 
same field of knowledge can be covered 
by objective as well as by essay questions. 
These questions were furnished by Ken- 
neth Black, Jr., of Georgia State College 
and Albert H. Clark of the American Col- 
lege of Life Underwriters. 


Set 1 


Explain the effect on the liability of the insurance company of a misstatement of age 
by the insured which is discovered upon the insured’s death seven years after the 


effective date of the contract. 


(C.L.U. essay question 3c, Part A, 1955) 


An insured, age 35, applies for $10,000 of ordinary life insurance. He understates his 
age by three years. The rate at age 35 is $28 per $1,000 and at age 32, the rate is 
$25 per 1,000. The mistake is discovered seven years after issue, upon the death of 
the insured. Under these circumstances which of the following will result? 


(A) The company will pay 25/28 of the face of the policy. 
(B) The company will pay 32/35 of the face of the policy. 
(C) The company will pay the face of the policy since the policy is no longer con- 


testable. 


(D) The company will subtract from the face of the policy the premiums due plus 


accrued interest. 


(E) The entire contract is void from its inception. 


(C.L.U. objective question 30, Part I, 1959) 


Set 2 


A. Two years ago “A” purchased a building for $50,000. At that time he obtained a 
$40,000 fire insurance policy containing an 80% coinsurance clause. Recently, a fire 
damaged the property to the extent of $10,000. The value of the remaining property, 
in its damaged condition, is $60,000. On the basis of these facts, what is the lia- 
bility of the insurance company for this loss? Show your figures. 


B. Assuming “A” had obtained a $20,000 fire insurance policy with no coinsurance 
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clause, instead of the $40,000, 80% coinsurance policy, what would the liability 
of the insurance company have been. Show your figures. 


Two years ago “A” purchased a building for $50,000. At that time, he obtained a 
$40,000 fire insurance policy containing an 80% coinsurance clause. Recently a fire 
damaged the property to the extent of $10,000. The value of the remaining property 
in its damaged condition is $60,000. 

A. Based upon the information given above, the liability of the insurance company 
would be 

(A) $6,666.66 
(B) $7,142.85 
(C) $8,333.33 
(D) $10,000.00 
(E) $12,500.00 

B. Based upon the information given above, and assuming “A” has purchased a $20,000 
fire policy without coinsurance instead of the $40,000, 80% coinsurance policy, the 
liability of the insurance company would be 

(A) $2,857.14 
(B) $3,333.34 
(C) $4,000.00 
(D) $20,000.00 
(E) $10,000.00 


Set 3 


“Y” executed the following instrument: “May 1, 1957. One year from date I promise 
to pay $1,000 to the order of “Z”. For value received. (Signed) “Y”. On 
June 1, 1957, “Y” delivered this instrument to “Z” in payment for goods purchased 
from “Z”, the quality of which was misrepresented by “Z”. One month later “Z” 
signed his name on the back of the instrument and sold it to “K”. On June 1, 1958, 
“K” demanded payment from “Y”. “Y” refused to honor the instrument on the 
grounds that the goods purchased from “Z” were defective and had been fraudu- 
lently misrepresented. 


On the basis of the information given above, all of the following are correct EXCEPT: 


(A) The instrument executed by “Y” contains all the requisites of a negotiable instru- 
ment. 

(B) “K” is a holder in due course. 

(C) “Z” is a holder in due course. 

(D) “Y” cannot assert personal defenses against “K”. 

(E) “Y” has right of action against “Z”. 
(Situation and objective question above were taken from question 11 in “A Description 
of the C.L.U. Examination Program.”) 


A. Outline the requisites of a negotiable instrument and indicate whether the instru- 
ment quoted meets each of these requisites. 


B. Outline the requisites in order to be a holder in due course and indicate whether 
“K” or “Z”, or both, meet each of these requisites. 
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C. Under the facts presented, can “Y” assert personal defenses against “K”? Does 
“Y” have a right of action against “Z”? Explain. 


(C.L.U. essay question 3b, Part C, 1933) 


Set 4 


Statement of “X’s” personal situation at the time of his death. 


> 


Personal assets in “X’s” own name: 
Business interest $45,000 
Savings account in bank 1,700 
Property Leld in joint tenancy or tenancy by the 
entirety with Mrs. “X”: (No contribution by 


Mrs. “X”) 
Checking account 3,500 
Automobile 1,500 
Residence 35,000 
Home furnishings 15,000 


Life insurance estate (“X” owned all policies on 
his own life with Mrs. “X” as beneficiary to re- 
ceive the proceeds in a lump sum): 


Term to 65 60,000 

Ordinary Life 50,000 
Claims against “X’s” estate: 

Funeral costs 8,000 

Mortgage on home 21,000 

Personal debt 7,200 

Administrative expenses 2,000 


Assume all of “X’s” probate estate passes outright to 
Mrs. “X” under his will. 


: A. Based upon the information given above, “X’s” adjusted gross estate for Federal 
estate tax purposes would be: 
(A) $68,500 
(B) $101,700 
(C) $151,000 
(D) $178,500 
(E) $211,700 
B. Based upon the information given above, and assuming the maximum use of the 
marital deduction, “X’s” net taxable estate for Federal estate tax purposes would be: 


(A) 0 

(B) $15,500 

(C) $29,250 

(D) $72,650 

(E) $45,850 
(Situation and objective questions above were taken from questions 13 and 14 in “A 
Description of the C.L.U. Examination Program”. ) 


A. Based upon the information given above, calculate “X’s” adjusted gross estate for 
Federal estate tax purposes. 


B. Based upon the information given above, and assuming the maximum use of the 


marital deduction, calculate “X’s” net taxable estate for Federal estate tax purposes. 
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It is hoped that the above comparison 
will help to demonstrate how objective 
questions may be written to measure cer- 
tain abilities which essay questions at- 
tempt to measure. Although it is unlikely 
that one objective question can cover as 
much ground as one essay question, it is 
possible to ask from twenty to fifty ob- 
jective questions in the same time it may 
take to answer one essay question. 

At this stage of the art of testing in the 
schools and colleges, too much time can 
be wasted in a useless controversy over 
the relative merits of essay and objective 
tests. The major problem is the improve- 
ment of the quality of all tests, essay or 
objective. 

The purpose of this paper has been to 
identify certain risks in testing achieve- 
ment in insurance and to suggest ways 
and means of insuring against these risks. 
Perhaps it will convince the college teacher 
of insurance that testing insurance is, ex- 
cuse the pun, a worthwhile policy. 


Suggestions for Preparing Multiple- 
Choice Items 


A. The item as a whole: 


1. Each item should test a concept or 
idea that is important for the student to 
know or understand. 

2. Each item should require of the stu- 
dent a reasoned response rather than frag- 
mentary factual information. 

8. For most tests, the average item 
should be one that 50-60% of the students 
know. Remember that in the beginning, 
most writers of test items tend to under- 
estimate the difficulty of their items. 

4. The language of the items should be 
appropriate to the educational level of the 
students. 

5. The language used in the item should 
be simple, direct, and free of ambiguity. 

6. Avoid excessive window-dressing. 
Material which is irrelevant to the purpose 
of the question should be omitted. 

7. If the purpose of the item is to test 
ability to apply knowledge or to think 
critically, make sure that the item cannot 
be answered on the basis of factual infor- 
mation alone. Some items which contain 


fairly elaborate material may require only 
a very elementary response on the student's 


8. Items containing double negatives are 
likely to cause confusion. If a word such as 
“not” or “false” appears in the stem, avoid 
using another negative word either in the 
stem or in any of the options. 

9. Items on the same test should not 
duplicate one another in content. The in- 
formation given in one item should not 
unintentionally provide a clue to the an- 
swer in another item. 


B. The stem of the item: 


1. The item should be developed 
around some central idea or problem which 
is clearly stated in the stem and to which all 
the options refer. Tre function of the stem 
is to set the stage for the options which 
follow. 

2. The stem may be given either as an 
incomplete sentence or as a question. The 
choice should be made on a basis of which 
seems best for the particular item. 

8. The stem of the item should make 
clear to the student the nature of the an- 
swer that is desired. 


C. The answer options: 


1. The options in an item are as impor- 
tant as the statement of the problem in the 
stem. Wrong options should be selected 
and formulated with care—just incorrect- 
ness should not be the criterion. The fol- 
lowing are frequently the sources of good 
foils: 

a. The very opposite of a correct an- 

swer. 

b. A common misconception. 

c. A statement which in itself is true but 
does not satisfy the requirement of 
the problem. 

d. A statement which is either too broad 
or too narrow for the requirements 
of the problem. 

e. A “nonsense” response which sounds 
plausible to the untutored. 

2. The difficulty of an item depends 
largely on the options. The finer the dis- 
tinctions that must be made to select the 
correct option from the incorrect ones, the 
more difficult the item. 

8. All the options should be similar to 
one another in the kind of relationship they 
have to the thought in the stem. 

4. Each option, when taken with the 
stem or by itself, should make a well- 
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written sentence. Avoid telegraphic style, 
e.g., avoid tendency to omit “a,” “an,” 
“the,” “and,” etc. 

5. Guard against irrelevant clues in the 
correct answer. If there is a similarity be- 
tween stem and correct answer in wording, 
phraseology, or grammatical construction, 
and such similarity does not also hold be- 
tween stem and each distractor, the stu- 
dent can respond on the basis of the irrele- 
vant cue alone. Also avoid a tendency to 
use textbookish wording in the correct an- 
answer but not in the other options. 

6. Avoid the tendency to make the cor- 
rect answer consistently longer than the 
other options. This tendency results, as a 
rule, from the desire of the item-writer to 
qualify his correct answer so that it will be 
complete and just exactly right, while the 
other options are set down as flat or simple 
statements without qualification. The other 
options should be written with as much 
care and precision as is the correct answer, 
so that, to the student who is guessing, all 
given alternatives are equally attractive. 

7. Avoid give-aways in the options such 


” «< 


as “always,” “only,” “every,” “all,” “never,” 
etc. Ordinarily the item-writer wishes to 
test a more sophisticated concept than rec- 
ognition by the student that statements are 
rarely universally true. However, such 
words may be advantageously employed 
on occasion, particularly if some questions 
are also designed in which the “always” or 
“only” response is the correct one. 

8. Do not give away an item by using 
words with unfavorable connotations in the 
wrong options in contrast to the use in the 
right answer, of words with favorable con- 
notations. 

9. When “none of these” is used as a 
response to several items be careful that 
it is not always used as the correct an- 
swer. This also applies to “all of the above.” 

10. Randomize answer positions; the 
correct answer should appear in each pos- 
sible answer position approximately the 
same number of times. 

11. Do not repeat in the options infor- 
mation which could just as well have been 
placed in the stem. 
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Credit life and health insurance has 
become a large and increasingly contro- 
versial part of the insurance industry. 
This is particularly true in Texas where in 
1956, profits before commissions were 
$12,000,000 on a premium volume of $16, 
500,000! When properly applied, there is 
no question about the economic desirabil- 
ity of credit life and health insurance, for 
there is nothing fundamentally wrong with 
this insurance per se. However, it has 
been utilized extensively in Texas to pro- 
vide a minimum of benefit to insured 
premium payers and an unconscionable 
profit to lender agents. 

Many lender agents have shown no 
desire to violate the law or to bilk the 
borrowing public through credit life and 
health insurance. Within this group are 
some who have not even availed them- 
selves of the maximum profits permitted 
by law. Their views as to what constitutes 
a reasonable profit have shown a wide 
divergence, with some approaching the 
legal maximum while others have been 
content with a very modest return. Lender 
agents in this latter group should not be 
criticized for the faults of their greedy 
brethren. At the other extreme are those 
lender agents, who, not satisfied with the 
exorbitant profits permitted by law, have 
chosen to operate illegally in this field. 

Consequently, there are many shades of 
opinion as to what should be and has been 
done about credit life and health insur- 
ance in Texas. Local spokesmen, steeped 
in the rhetoric of Texas, have waxed elo- 


quent in presenting the case for their par- 
ticular clients. The result is a maze of 
conflicting statements compounded by the 
erudite opinions of many an out-of-state 
expert witness. 

The purpose of this paper is to describe 
and analyze the development and present 
status of credit life and health insurance in 
Texas. It is hoped that this factual pres- 
entation will assist materially those who 
are interested in this form of insurance, 
better to understand the situation in 
Texas. 

There are several ways of classifying 
credit life and health insurance; e.g., 
group or individual; life or health; small 
loan organization business or bank busi- 
ness or conditional sales business. This 
study will confine itself almost exclusively 
to small loan organization individual life 
and health insurance. The greatest abuses 
in this insurance have occurred in this 
category and the Texas Insurance Code 
treats small loan organization individual 
life and health insurance separately from 
other types of this insurance. 

The credit life and health insurance pic- 
ture in Texas is unlike that in any other 
state. This makes its study interesting, al- 
beit at times confusing. One reason for 
this is that Texas is one of only five states 
which has no small loan act. Thus for 
years, loan sharks have done a booming 
business in Texas, and the state, quite 
appropriately, has been dubbed “The 
Loan Shark State of Texas.” Since the 
small loan industry had operated tradi- 
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tionally in Texas without benefit of realis- 
tic restrictions or enforcement, it is little 
wonder that when credit life and health 
insurance became a part of the small loan 
business, its use was also fraught with 
abuse. 


Development of Credit Life and 
Health Insurance Legislation 


Credit life and health insurance is so 
closely entwined with the business of lend- 
ing that one cannot analyze this insurance 
without considering the basic problems of 
small loan organizations in Texas. In fact, 
the extensive misuse of credit life and 
health insurance in the state seems to 
have resulted largely from the lenders’ at- 
tempts to use it to solve the industry's 
fundamental problem in Texas. 


The Certificate Plan: 


The maximum simple interest rate per- 
mitted by the Texas Constitution, is 10 
per cent! In other states, smal! loan laws 
allow from 30 per cent to 48 per cent 
simple interest. This totally unrealistic 10 
per cent limit is the fundamental reason 
why the loan business and its co-partner, 
credit insurance, have been problems. If 
the small loan industry’s sources of income 
were limited to the maximum 10 per cent 
charge, they could not operate. Conse- 
quently, small loan organizations continu- 
ally have sought relief, and with some 
success, from this impossible 10 per cent 
limit. They have employed a bit of legal 
fiction called the certificate plan, that has 
been declared constitutional,! which en- 
ables the lender in effect to charge ap- 
proximately twice the legal rate, or 20 
per cent. This is still considerably less 
than that permitted by the Model Small 
Loan Act adopted by some forty-odd 
states. 

Under the certificate plan, the borrower 
has the full amount of the loan for the full 


1 Steiner ». Community Finance and Thrift 
Corporation, 248 S. W. 2nd 129 (March, 1953). 


loan period. However, the borrower agrees 
to buy an investment certificate, to be 
paid for on a regular periodic basis, and 
this certificate is pledged as security for 
the loan. The last payment for the invest- 
ment certificate coincides with the repay- 
ment date for the loan. The borrower then 
has the option of paying off the loan with 
the investment certificate or keeping the 
certificate and paying the loan from other 
funds. The periodic payments made for 
the investment certificate are not consid- 
ered as having reduced the amount of the 
loan. Thus, although the borrower is, in 
effect, making installment repayments, he 
pays interest on the full amount for the 
full period. 

The legality of the certificate plan is 
now under attack by the Attorney General 
of Texas? and these cases should reach 
the Supreme Court of Texas in 1960. At 
the time of this writing, there is no way 
of knowing whether the Supreme Court 
will declare the certificate plan unconsti- 
tutional. However, those handling the 
cases for the Attorney General seem more 
optimistic about their chances than do 
those whose job it is to defend the certi- 
ficate plan. 

If the certificate plan is declared illegal, 
legitimate lenders in Texas will be finished 
unless the 10 per cent constitutional limit 
is removed. A constitutional change re- 
quires approval of two-thirds of the House, 
Senate, and the Electorate. The constitu- 
tional battle previously has been fought 
and lost in the legislature. However, for 
the first time, the House and Senate have 
approved a change, and the issue will now 
go to the Electorate. If the constitutional 
limit is not removed by popular vote and 
if the certificate plan is declared unconsti- 
tutional, it will mean the end of the legiti- 
mate small loan business in Texas. Noth- 


2 State of Texas v. Community Finance and 


Thrift Corporation; State of Texas v. Pacific 
Finance Loans; State of Texas v. Household 
Finance Corporation of San Antonio (cases pend- 
ing). 
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ing would delight loan sharks more than 
to see the legitimate ienders driven out, 
and they are doing everything possible to 
confuse the voting public on this issue. 


Article 3.53: 


The certificate plan has made it possi- 
ble for legitimate small loan organizations 
to exist in Texas, but it has been the intro- 
duction of credit life and health insurance 
that has added attractive profit possibili- 
ties to that existence. There were few large 
legitimate lenders in Texas prior to 1949. 
At that time some credit life and health 
insurance was being used by lenders who 
operated in the state. When this insurance 
was not subject to direct regulation, its 
abuse bordered on the fantastic. To en- 
courage large legitimate lenders to enter 
Texas and to bring credit insurance under 
some direct legislation, Article 3.53 of the 
Texas Insurance Code was passed. This 
Article was a step in the right direction 
in that it provided a basis for some re- 
straints on credit life and health insurance. 

Article 3.53 provides, among other 
things, for the following: 


(1) Regulation of individual credit life 
and health insurance policies covering 
botrowers of sums of money less than 
$1,000. 

(2) Insurance, both life and health, 
can be required as a condition for the 
loan. 

(3) Rates and commissions shall be set 
by the State Board of Insurance. 

{4) Commissions received by lender 
agents shall not be considered to be a form 
of interest payment. 


The constitutionality of Article 3.53 has 
been questioned. It is contended that Sec- 
tion 6, which specifies that commissions 
are not interest, permits “legalized usury.” 
Section 6 reads as follows: 

Sec. 6. Commissions Not Deemed In- 


terest; Contingent Commissions.—Commis- 
sions received by lenders, lender agents 


and insurance agents from insurers for the 
writing of credit insurance complying with 
the terms of this article, the maximum 
rates promulgated by the Board, and rules 
and regulations of the Board of Insurance 
Commissioners, shall be considered for all 
purposes as compensation for services 
rendered to such insurer and shall not be 
taken to be an interest charge on the 
money borrowed; provided, however, 
should such commissions be in excess of 
any maximum fixed hereunder, then such 
commissions shall be deemed to be an 
interest charge on the money borrowed. 
No agreements by insurers with any of its 
agents shall permit contingent commissions 
based on loss experience. 


A strong case can be made for the uncon- 
stitutior-ality of Section 6, especially when 
other Sections of Article 3.53 are not 
taken into consideration. When other 
Sections of Article 3.53 are considered 
together with Section 6, particularly Sec- 
tions 4 and 10, then the constitutionality 
of Article 3.53 is apt to appear in a differ- 
ent light.* Sections 4 and 10 read as fol- 


lows: 


Sec. 4. Borrower to Have Choice of 
Insurer and Agent.—No lender or lender 
agent shall hereafter require as a condi- 
tion for the making of a loan that the bor- 
rower purchase either credit life or credit 
health and accident insurance from such 
lender, lender agent or any insurer repre- 
sented by them. It shall be permissible for 
such lender or lender agent to require of 
a borrower such credit life or credit health 
and accident insurance or both as a con- 
dition for making the loan, if, and only if, 
the borrower is given the option to pur- 
chase such insurance from any insurer or 
insurance agent of his own choice. It is 
the intent of this section to prohibit coer- 
cion of insurance and to preserve to each 
citizen the right to choose his own insurer 
and insurance agent. 

Sec. 10. Excessive Rates Deemed In- 
terest: Report and Legal Proceedings.—Any 


rate, premium, or assessment charged and 


3 See Harvey L. Davis, “Does the Texas Credit 
Insurance Act ‘Legalize’ Usury?” Southwestern 
Law Journal, Volume XI, No. 2. 

*See Robert H. Hughes, “A Re-Examination 
of the Texas Credit Insurance Act,” Southwestern 
Law Journal, Volume XII, No. 3. 
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collected by an insurer, insurance agent, 
or lender agent in excess of the rate, pre- 
mium, or assessment set out in said insurer’s 
rate schedule on file with the Board, and 
in force at the time, is declared to be an 
exaction of interest on the money bor- 
rowed. It shall be the duty of the Board 
to report forthwith to the Attorney Gen- 
eral of Texas any facts coming to its atten- 
tion indicating that such excess rate, 
premium, or assessment has been charged 
and collected, and he in turn shall deliver 
such evidence to the proper District or 
County Attorney for proper legal proceed- 
ings under the usury laws, or himself bring 
such proceedings. 


These two sections provide that com- 
pulsory purchase of insurance from the 
lender agent making the loan cannot be 
a condition precedent to the loan, and 
excessive rates for insurance are deemed 
to be interest. Hence, it is argued that 
Article 3.53, viewed in its entirety, does 
not “legalize” usury. Regardless of the 
legal views held, the fact is that Article 
3.53 was enacted in 1949 and there seems 
to be little disposition, on the part of 
the present Attorney General, to attack its 
constitutional validity. 

Group credit life and health insurance 
is governed by a separate statute—Article 
3.50. Only group life insurance is men- 
tioned in Article 3.50, and the State Board 
of Insurance is given no specific authority 
to set rates for group life insurance. 


The Situation in 1956 


Within the framework of Article 3.53, 
it is the responsibility of the State Board 
of Insurance to issue regulations and to 
set rates. The regulations and rates ap- 
proved by the Insurance Department, 
effective July 1, 1956, were deplorable. 
Among other things, the following prac- 
tices were permitted: 


(1) On loans of $50 or less, insurance 
equal to three times the amount of the 
loan, could be required. 

(2) On loans in excess of $50, insurance 


equal to 175 per cent of the loan, could 
be required. 

(3) Three-day retroactive health insur- 
ance couid be required. 

(4) Commissions received by lender 
agents were not limited. 

(5) Rates were excessively high on most 
types of credit life and health insurance. 


Thus both excessive insurance and ex- 
tremely high premium insurance could 
be required as a condition precedent to a 
loan. Moreover, the rate structure was 
such that insurance companies could and 
did pay lender agents commissions on 
credit life and health insurance that were 
typically 80 per cent to 95 per cent of the 
premium. All of this was fully legal under 
the regulations. In fact, an extensive study 
made by the Attorney General’s office in 
1957, revealed that by far the majority of 
small loan operators engaged in credit 
life and health insurance were not violat- 
ing any existing laws in victimizing the 
borrowing public through the medium of 
this insurance.5 

Those who voted to approve the 1956 
regulations probably were not in a posi- 
tion to devote adequate time to study such 
an involved and specialized subject as 
credit life and health insurance. Appar- 
ently they relied too heavily upon the 
“assistance” they received from interested 
parties in the form of drafts of recom- 
mended regulations. For example, the 
significance of the following quotation 
from the 1956 regulations is certainly not 
apparent, even when carefully studied: 


In connection with loans of Fifty Dollars 
or less, when the policy term covers a 
period of three months or less, the insurer 
may write health and accident insurance 
providing for a monthly disability benefit 
which shall not exceed the amount of the 
loan. The initial amount of health and acci- 


5 Report on Current Uses of Credit Insurance 


in Texas by Attorney General of Texas to State 
of Insurance and Commissioner of In- 
surance, November 4, 1957. 
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dent insurance shall be the aggregate of 
the monthly disability benefits. 


This bit of prose gymnastics permitted 
lender agents to require that insurance be 
300 per cent of the total loan note. 


Rates: 


The regulations pertaining to rates read 
as follows: 


The maximum rate for level life insur- 
ance is $2.00 per annum per $100 of insur- 
ance; the maximum rate for reducing life 
insurance is $1.00 per annum per $100 of 
initial amount of insurance. If the policy 
covers more (or less) than one year, the 
premium is correspondingly increased (or 
reduced). No credit life insurance policy 
shall be issued providing for a premium 
in excess of that required to maintain such 
policy in force for the term of the loan 
note. 

The following are the maximum rates 
for health and accident insurance: 

Eliminating first 14 days of disability— 
1.8% of the initial amount of insurance. 

Retroactive after first 14 days—2.3% of 
the initial amount of insurance. 

Eliminating first 7 days of disability— 
2.8% of the initial amount of insurance. 

Retroactive after first 7 days—3% of the 
initial amount of insurance. 

Eliminating first 3 days of disability— 
3.2% of the initial amount of insurance. 

Retroactive after first 3 days—4.5% of 
the initial amount of insurance. (If hos- 
pitalization is included within this coverage 
in accordance with these regulations, an 
additional premium charge of .5% may be 
made if payment of $5.00 per day of hos- 
pitalization is provided; an additional pre- 
mium charge of 1% may be made if pay- 
ment of $10.00 per day of hospitalization 
is provided. ) 

The above rates are for policy terms of 
one year or less; a proportionate increase 
in rate may be made for terms in excess of 
one year. 


Thus, to obtain $50 in cash for three 
months, a borrower could be compelled to 
sign a note for $64.44, as shown in Table 
1. The rate for three-day retroactive in- 
surance was so high that the including of 
this charge in the total debt, increased the 

















TABLE 1 
Loan CHaRGEs IN 1956 ror 90 Day Loans 
3-day 7-day 
Retroactive 
Health Health 
Insurance Insurance 
Cash advanced....... $50.00 $50.00 
Level Life premium. . . ; ’ 
Health premium...... 10.63 5.31 
Nave f SS o ite cases .25 .25 
T insurance charge (11.38) (6.06) 
pe ee 1.06 1.06 
Service charge... .... 2.00 2.00 
TOTAL NOTE...... $64.44 $59.05 





Seam eee ieee See Bes 
the Actuarial Division of the State Board of Insurance, 
November 4, 1957. 

debt significantly. Since the amount of 
health insurance could be for three times 
the total debt, the high cost of the insur- 
ance increased the debt, which in turn 
increased the insurance charge. This 
served to make a good thing even better 
for the lender agents who employed this 
type of insurance. The figures for life and 
seven-day retroactive health insurance are 


also presented in Table 1. 
Profits 


For the year 1956, premium volume for 
three-day retroactive health insurance was 
in excess of $10,500,000 while all the other 
types of credit health insurance combined, 
accounted for only $1,500,000. Moreover, 
the loss ratio on three-day retroactive 
health insurance was less than 10 per 
cent! * Lender agents were making legal 
profits amounting to millions, through 
the medium of credit insurance and at 
the expense of borrowers in need of cash. 

By and large, borrowers from small loan 
organizations need money urgently and 
frequently are haunted by the fear that 
they may not be able to obtain it. Thus, 
they bought their insurance from the 
lender agent and they took the types and 
amounts suggested by him. People such 


as these certainly should not be buying 


® Statistical Exhibit prepared and presented by 
the Actuarial Department of the State Board of 
Insurance in Public Hearings, November 4, 1957. 
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insurance equal to three times the loan, 
and when this insurance is the most ex- 
pensive type available, the disadvantage 
to the borrower is compounded. 

The Attorney General’s report showed 
case after case where upward of 80 per 
cent of the income a money lender re- 
ceived was derived from credit life and 
health insurance sold in conjunction with 
a loan. Interest income from the loans 
themselves was often an insignificant pro- 
portion. It was obvious that this insur- 
ance was being utilized to the detriment 
of borrowers and that something should 
be done to correct the situation. 


What Should be Done? 


Defensive Arguments 


Public hearings were held in Novem- 
ber of 1957 and again in February, 1958, 
at which interested parties were given the 
opportunity to express their views on 
credit life and health insurance. In de- 
fense of the existing situation, it was 
stated that the legislators in voting Article 
3.53 into law, recognized that credit life 
and health insurance was different than 
other insurance and that it was an integral 
part of the loan business. The statute 
employs the phrase “lender agent” and it 
was argued that to try to separate insur- 
ance from loans and allow the insurance to 
stand or fall on its own merits, from a 
purely insurance point of view, would be 
to change the intent of Article 3.53. 

It was also contended that the collec- 
tion laws in Texas are such that bad debt 
losses are very high, making it imperative 
for lenders to have some measure of se- 
curity. Three-day retroactive health in- 
surance helps lenders appreciably in this 
regard. Moreover, small loans carry pro- 
portionately higher expenses per loan. A 
commission percentage that is adequate 
on loans in excess of $500 and for loans 
that are secured, is not sufficient for un- 
secured loans of $100 or less. 

Further defensive arguments were that 


commissions covered several types of ex- 
pense in addition to selling expense. The 
lender agents perform several functions 
which otherwise would fall upon the in- 
surance companies, and if the State Board 
of Insurance were going to establish a 
maximum commission percentage for 
lender agents, it should allow something 
in addition for these expenses. Moreover, 
it was claimed that there is nothing funda- 
mentally wrong with having a low loss 
ratio. In title insurance and bonding, the 
loss ratios are similar to what the credit 
insurance loss ratios have been in Texas 
and everyone thinks this is all right. Small 
insurance policies of the kind considered 
here, are bound to have a high percentage 
of expense and thus a low loss ratio. 


Rebuttal 


In opposition to the preceding argu- 
ments, it was stated that the objective of 
the State Board of Insurance should be 
sound insurance, and it should not attempt 
to solve the small loan industry’s prob- 
lems. A statement made by the president 
of one of the Texas life insurance com- 


* panies emphasized this philosophy.” 


“I want to make this general point. I am 
not here to judge the small loan companies 
or others. They have a very serious prob- 
lem; trying to opérate on 10% simple inter- 
est is a practical impossibility. I agree that 
they do have a very serious problem, but 
it is not an insurance problem, and insur- 
ance cannot be used to solve that problem 
without prostituting the insurance business 
and making in effect a racket out of our 
policies, giving our policyholder infinitely 
less than we are entitled to give the policy- 
holder. I urge, in general, that your 
regulations be in the interest of the insur- 
ing public and the insuring industry gener- 
ally, without regard to the needs or prob- 
lems of the loan business. Not that they 
don’t have problems, but the farmers have 
problems too but it is not in our province 
to settle or solve those problems.” 


The most expensive form of credit 


™ Travis T. Wallace, President, Great American 


Reserve Life Insurance Company, at Public Hear- 
ings on Credit Insurance, April 3, 1956. 
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health insurance permitted in the vast ma- 
iority of states is fourteen-day retroactive, 
and except for Texas, the most extreme 
type allowed is six-day retroactive. It is 
both illogical and detrimental to borrow- 
ers to require them to purchase extremely 
costly insurance in connection with a small 
loan. 

Since credit life and health insurance 
is issued at the time a loan is made, the 
same lending facilities and personnel are 
used. Lender agents have a captive 
market, so little selling effort is required. 
The records involved are relatively simple 
and take up very little space. Hence ex- 
penses, even on very small policies, do 
not take a large percentage of the com- 
mission income received. 

In other lines of insurance with very 
low loss ratios, the bulk of the premium 
is used for loss prevention activities (e.g., 
careful investigations). In the case of 
credit life and health insurance it has not 
been used for this purpose, but has been 
simply profit to lender agents. The situa- 
tion is entirely different and the attempted 
analogy to title or bonding lacks any 
validity whatsoever. 


Rates 


Among the statistical data presented by 
the Actuarial Division of the State Board 
of Insurance are those shown in Table 2. 

The phenomenally low loss ratios 
seemed to preclude any argument over 
whether substantial rate reductions should 
be made. However, this conclusion was 
challenged, and with some merit, too. It 
was pointed out that in untold instances 
insureds were not aware they had insur- 
ance and thus claims were not made. 
Consequently, these statistics reflected 
unethical, and in some cases illegal, opera- 
tions. If the insurance were employed 
as it should be, and would be from now 
on, the loss ratios would increase greatly. 
If rates were reduced substantially, they 
would prove inadequate when this insur- 
ance is administered and policed properly. 

The loss experience of several com- 
panies, charging various rates, was cited, 
and considerable time was devoted to dis- 
cussing the proper rates for loan periods 
of different duration. In many instances 
statistics were used in a manner similar 
to the way a drunk uses a lamp post, not 


TABLE 2 


Texas EarRNED PREMIUM AND Parp Losses ror Crepit Lire, HEALTH AND ACCIDENT INSURANCE 
Srx Years Experrence Enpinc DecemBeER 31, 1956 





Jan. 1, 1956 through Dec. 31, 1956 
Earned Paid Loss 


Jan. 1, 1951 through Dec. 31, 1956 
E } Loss 























Line of Insurance ‘arned Pa 
Premium Losses Ratio Premium Losses Ratio 
Level Life $ 3,395,242 $ 504,099 14.85% $14,375,310 $1,968,780 13.70% 
Reducing Life 1,139,879 245,913 21.57 8,505,329 1,830,158 21.52 
Total Credit Life 4,535,121 750,012 16.54 22,880,639 3,798,938 16.60 
Health & Accident: 
14-day Retroactive 327 ,437 145,057 44.30 3,174,745 1,228,995 38.71 
7-day Retroactive 154 ,022 37,834 24.56 788 ,212 171,793 21.80 
6-day Retroactive 177 ,498 45,110 25.41 19,650,772 1,899,199 9.66 
3-day Retroactive 10,513,900 1,025,408 9.75 33,173,018 3,021,623 9.11 
14-day Eliminating 188 ,955 18 ,690 9.89 352,101 85,067 24.16 
7-day Eliminating 2,620 836 31.98 1,330,131 435,008 32.70 
3-day Eliminating 693 ,519 29 ,386 4.24 949 , 288 101,780 10.72 
Total Health & Accident 12,057,950 1,302,324 10.80 59,418,266 6,943,466 11.69 
Total All Credit 
Insurance 16,593,071 2,052,336 12.37 82,298,905 10,742,404 13.05 





Source: Statistical Data, Public Hearing, November 4, 1957, Exhibit I, pp. 3 and 4. 
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TABLE 3 
Crepir Heautta INSURANCE 
Maximum Rates Per $100 or InsuRANCE 
Texas 1959 
6 Months 6 Monthsto 12 Months to In Excess of 
Type of Policy or Less 12 Months 24 Months 24 Months 
14-day Eliminating................. $1.35 $1.50 $1.80 $2.10 
14-day Retroactive................. 2.00 2.20 2.60 3.00 
7-day Eliminating................. 1.80 2.00 2.40 2.80 
7-day Retroactive.................. 2.70 3.00 3.60 4.20 





Source: Board Order, February 24, 1958, pp. 3 and 4. 


for illumination but for support! The State 
Board of Insurance concluded that avail- 
able data were inconclusive. 


Scope of Board's Authority 

It was the Attorney General's opinion 
that the State Board of Insurance had au- 
thority to fix maximum commissions under 
Sections 6 and 9 of Article 3.53, and the 
Board’s right in this regard was not seri- 
ously questioned. However, the Board’s 
authority to specify that only four or five 
specific types of credit health insurance 
could be written, was challenged. The 
contention was that the right to approve 
did not constitute authority to prohibit 
“all except.” 

Article 3.50 mentions only group credit 
life insurance, and Article 3.53 mentions 
only individual credit life and health in- 
surance. Moreover, Article 3.53 is restrict- 
ed to individual policies on loans of less 
than $1,000. Consequently, what, if any, 
authority the Board had over group 
health insurance and individual policies 
in excess of $1,000 was questioned. 


Regulations and Rates Effective 
May I, 1958 
The rules adopted by the State Board 
of Insurance for regulation under Article 
3.53 were more specific and complete than 
any previously issued. Among other things 
they required were the following: 


(1) Insurance not to exceed the total 
debt. 


(2) Maximum commission of 40 per 
cent to lender agent. 

(3) Four types of health contracts, the 
highest premium form being a seven-day 
retroactive policy. 

(4) Regulation of health insurance writ- 
ten on a group plan. 


The maximum rates approved for credit 
life insurance were $1.40 per annum per 
$100 of insurance for level term, and $.90 
per annum per $100 for decreasing term. 
If the policy duration is for more or less 
than one year, the premium is increased 
or decreased proportionately. The rates 
for health insurance are given in Table 
3, and they, too, vary by duration. Fail- 
ure to consider the time element, if less 
than one year, was a major fault of the 
prior rates. 


Critique 


Proper Credit Life and Health 
Insurance Amount 


The amount of credit life and health in- 
surance should be limited to the debt. To 
allow otherwise departs from the basic 
purpose of credit insurance. This funda- 
mental principle is especially pertinent in 
Texas, where the lender has the right to 
require insurance as a condition precedent 
to making the loan. When loans are repaid 
in installments, level term life insurance 
violates this tenet. In effect, the borrower 
is forced to carry and pay for twice the 
amount of life insurance needed to cover 
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the loan. This situation could be corrected 
in Texas if the regulations permitted only 
decreasing term life insurance that did 
not exceed the amount of indebtedness at 
any time. 


Rates 


In credit life and health insurance, as 
in all lines of insurance, the rate should 
be sufficient to pay claims and expenses 
and allow for a reasonable. profit. Gen- 
erally, competition prevents rates being 
too high. However, in this insurance just 
the reverse is apt to be true, because the 
competition for lender agents takes the 
form of offering them more and more 
money to represent a particular company 
instead of any other insurer. When the 
price of the insurance to the borrower is 
high, more money can be offered to the 
lender agent. The applicant for a loan 
usually is in no position to shop around 
for cheaper insurance and consequently 
competition in this field tends to raise 
rather than lower rates. Hence, the typical 
rate is likely to be high. 

In his excellent book on consumer credit 
insurance, Dr. Daniel P. Kedzie cited 
typical rates for credit life and health in- 
surance, and he was careful not to state 
that the typical rates were proper rates.® 
On several occasions during the credit 
insurance hearings in Texas, the rates 
cited in Dr. Kedzie’s book were quoted 
as the rates this very eminent authority 
had advanced as correct! Dr. Kedzie 
found the typical rate for life insurance to 
be $2.00 for level term and $1.00 for de- 
creasing term life insurance per annum, 


per $100 of initial indebtedness. 


Life Rates: The $2.00 level term rate 
charged in Texas produced a loss ratio of 
less than 15 per cent in 1956. The same 


§ Daniel P. Kedzie, Consumer Credit Insurance 


(Homewood, Illinois: Richard D. Irwin, 1957), 
pp. 78-80. 

® Public Hearing, “Statistical Data,” Actuarial 
Department of the State Board of Insurance, 
November 4, 1957. Exhibit I, p. 1. 


year, the country-wide loss ratio of com- 
panies operating in Texas was less than 
30 per cent.” In light of this experience, 
the present rate of $1.40 should prove suffi- 
cient to cover losses. If Texas experience 
repeats, it would mean a loss ratio of less 
than 25 per cent or if Texas experience 
should, as a result of the new regulations, 
fall in line with national experience, the 
loss ratio would still be less than 45 per 
cent. It is likely that $1.40 will prove to 
be more than sufficient, but in the event 
it turns out to be too low, credit insurers 
have little cause for complaint after so 
many lush years. 

The typical rate of $1.00 for decreasing 
term insurance was also the rate charged 
in Texas in 1956 and produced a loss ratio 
of less than 22 per cent, and a country- 
wide loss ratio, for companies writing in 
Texas, of less than 27 per cent.!! Conse- 
quently, the present rate of $90 will 
probably prove to be more than adequate 
for losses, for if experience repeats, these 
loss ratios will be raised only a few per- 
centage points. This rate is 40 per cent 
higher than the maximum rate of $.64 
permitted in New York State. 

Expenses. It is extremely difficult to de- 
termine what are the expenses incurred by 
lender agents in handling credit life and 
health insurance. The problem of deciding 
which expenses and what proportions are 
properly attributable to a loan office’s in- 
surance operations, is largely a question of 
judgment. If one wishes to prove statis- 
tically that administrative expenses for 
handling insurance are relatively high it 
can be done. Conversely, if it is desired 
to prove that expenses are relatively low, 
that also can be accomplished without 
difficulty. A study, made by an outside 
firm, of four Beneficial Management loan 
offices concluded that the costs per $100 
of credit life insurance were $.17, $.28, 
$.52, and $.74 respectively, with the ag- 
gregate volume of the four offices produc- 
~ 1° Op. cit., Exhibit II, p. 1. 

11 Op. cit., Exhibit III, p. 1. 
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TABLE 4 


ComMPARATIVE Rates FOR H=a_ttTH INSURANCE 
Per $100 or Inrr1AL INDEBTEDNESS 








Texas Tevieal 


Loan Duration and pical 
Type of Insurance 1957 19659 Swe 


Six Month 
7-day Retroactive 
14-day Retroactive 
7-day Eliminating 
14-day Eliminating 


12 Month 
7-day Retroactive 
14-day Retroactive 
7-day Eliminating 
14-day Eliminating 


24 Month 
7-day Retroactive 
14-day Retroactive 
7-day Eliminating 
14-day Eliminating 


386 Month 
7-day Retroactive 
14-day Retroactive 
7-day Eliminating 
14-day Eliminating 
ny fw Board of ease Rules, February 24, 


19 
ee Batil ‘ied B. Kedzie, Consumer Credit Insurance (Home- 
chard D. Irwin, 1957), p. 79. 
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ing an average cost of $.37. A study, made 
by a different firm, of 52 Household Fi- 
nance Company loan offices concluded 
that the average administrative cost per 
$100 of life insurance was only $.05. Is 
either, or neither, of these studies applic- 
able to credit insurance in Texas? 

The Beneficial Management offices 
were using individual policies, purchase 
of which was optional, and thus required 
some sales effort. The Household Finance 
offices were using group insurance, which 
automatically covered every borrower, 
with no specific extra charge made to the 
borrower for the insurance. Consequently, 
no sales effort was needed, and the auto- 
matic nature of this type of operation is 
inherently more efficient. The situation in 
Texas does not fit either of these cases, 
because although the insurance is manda- 
tory, individual policies are used. Since 
the borrower pays a separate premium 
for his insurance, some explanation is fre- 
quently necessary. Consequently, ex- 


penses in Texas probably fall somewhere 
in between those of the Beneficial and 
Household studies. 

The State Board of Insurance set the 
maximum commission at 40 per cent of 
the rate because it believed this would 
be sufficient to cover lender agents’ ex- 
penses and profits on credit insurance. 
This is undoubtedly adequate to cover 
lender agent expenses under present rates. 
Applied to level term and decreasing term 
insurance, respectively, this means $.56 
and $.36 per $100 of insurance. 

Since expenses should be the same for 
both types of insurance, lender agents now 
have a financial incentive to employ level 
term life insurance. This certainly was not 
the Insurance Board’s purpose in limiting 
commissions. If commissions on credit 
life insurance were restricted to a fixed 
amount instead of a fixed percentage of 
$100 of insurance, this defect could be 
rectified. The limit on health insurance 
commissions is also 40 per cent and pro- 
duces the same undesirable effect found 
in life insurance. It is adequate for ex- 
penses, but the inequity involved will en- 
courage use of the highest premium type 
health policy. 

Health Rates. Health insurance rates in 
Texas, compared to the typical rates in 
Dr. Kedzie’s book; are shown in Table 4. 
The present Texas rates for policies with 
a maximum duration of one year are iden- 
tical to Dr. Kedzie’s typical rates, except 
for the seven-day elimination policy. These 
rates, as explained previously, are prob- 
ably more than adequate. Dr. Kedzie did 
not present any figures for policy dura- 
tions of six months or less, but it is of 
interest to note that the maximum pre- 
mium allowed in New York for a fourteen- 
day retroactive policy for six months is 
$1.50 and for twelve months it is $2.00. 
Hence there is justification for concluding 
that rates for six-month policies are also 
high. Moreover, there should be lower 
maximum rates for three-month policies, 
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and the State Board is currently gathering 
data for the purpose of determining a 
proper three-month rate. 

The present Texas rates for policies of 
more than twelve months duration, are 10 
per cent to 30 per cent lower than the 
“typical” rates and 40 per cent to 60 per 
cent less than the former Texas rates. 
The New York maximum rates for four- 
teen-day retroactive health insurance for 
24- and 36-month periods are $2.40 and 
$2.65 respectively, compared to the Texas 
rates of $2.60 and $3.00. The Texas rates 
on these longer duration policies are prob- 
ably about right. 

Benefit of Insurance. In deciding 
whether or not the cost of credit life and 
health insurance to the borrower is 
proper, one should attempt to determine 
who actually benefits from the insurance. 
The named beneficiary is the lender, and 
if there were no insurance, the lender 
would be unable to collect in many cases 
of death or total disability. In these in- 
stances, the insurance is for the lender's 
benefit. Borrowers from small loan com- 
panies commonly have no estate, and the 
collection laws of Texas make it very diffi- 
cult for lenders to collect the unpaid bal- 
ance in event of death. Moreover, lenders 
obtain the advantage of good public rela- 
tions, when insurance they have issued 
pays off customers’ debts. Since insur- 
ance very definitely benefits lenders as 
well as borrowers, the price charged bor- 
rowers should not necessarily be sufficient 
for lenders to make a profit for handling 
the insurance. 


Legislation and Enforcement 


Does group health insurance come un- 
der Article 3.53 or under the group credit 
insurance statute, Article 3.50, or under 
no specific law? The State Board of In- 
surance, backed by the Attorney General's 
office, has taken the position that it comes 
under Article 3.53, while several promin- 
ent credit insurance attorneys have con- 


tended that group health insurance is not 
subject to Article 3.53. Article 3.50 men- 
tions only group life insurance, and Article 
3.53 specifically uses the term individual 
life and health insurance. Actually, it 
seems that neither Article 3.50 nor 3.53 
was intended to regulate group health 
insurance. Moreover, individual credit 
policies in excess of $1,000 definitely fall 
under neither statute. Additional specific 
legislation is needed to cover these situa- 
tions. 

Since the new regulations and rates be- 
came effective May 1, 1958, the volume of 
insurance written under Article 3.53 has 
slowed to a trickle. Credit life and health 
insurance are still being written in sub- 
stantial volume, but outside of Article 
3.53. Some credit health insurance is be- 
ing written under Article 3.50, where the 
rates are not set by the State Board of 
Insurance. Then too, insurance written 
in connection with the certificate plan is 
not subject to Article 3.53. Here the in- 
surance, according to present legal fiction, 
is used to buy savings certificates and not 
necessarily to repay the loan. In recent 
months the Attorney General has pushed 
many small loan organizations into the 
certificate plan by bringing legal action 
against firms using other methods. 

Only Article 3.53 permits the lender to 
require credit life and health insurance as 
a condition precedent to the loan, and 
only Article 3.53 specifies that the com- 
mission the lender agent receives is not 
interest. It is no secret that the Attorney 
General’s Office, cooperating with the 
State Board of Insurance, intends to use 
these facts in the near future to convince 
lender agents of the desirability of writ- 
ing their insurance under Article 3.53. For 
the present, both agencies seem disposed 
to observe the effect of the new regula- 
tions and rates, and as one state official 
put it, “Wait and see which way the 
rats are going to run.” 

Many small loan firms have cheated the 
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public in Texas for years, both within as 
well as outside of the law. They will un- 
doubtedly continue to do so unless the 
laws are enforced vigorously. Proper en- 
forcement requires adequate personnel for 
the job, and this is grossly lacking at pres- 
ent. Despite the new credit life and 
health insurance regulations, a substantial 
amount of illegal activity in this field is 
certain to continue unless sufficient per- 
sonnel is employed to police credit insur- 
ance activities. 

The Attorney General has embarked on 
a campaign to take usury out of the lend- 
ing business, and the State Board of 
Insurance is determined to take usury 
out of the insurance business. When one 


considers the technical nature of credit 
life and health insurance, made even 
more involved by the unique statutes re- 
lating thereto in the Texas Insurance 
Code, and confused by conflicting state- 
ments of interested parties, the present 
regulations represent an outstanding piece 
of work by those responsible for their 
formulation. They are not perfect, but 
they represent a tremendous improvement 
over what existed previously. Within the 
framework of the Texas Constitution and 
statutes, they are the best that could have 
been hoped for. They do make possible a 
sound credit life and health insurance 
operation. 























RISK THEORY 
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“The object of the theory of risk is to give a mathematical analysis of the random 
in an insurance business and to discuss the various means of protection 


against their inconvenient effects.” } 


This theoretical and mathematical ap- 
proach to insurance has been, until re- 
cently, confined primarily to continental 
European actuaries, especially Scandi- 
navians. American and British students 
of actuarial science have been more con- 
cerned with practical results, and there- 
fore their work has been predominately 
non-theoretical in nature. This attitude is 
also reflected in the examinations of the 
professional actuarial societies and in the 
actuarial and insurance courses in Ameri- 
can universities. Thus, the American 
insurance scholar has no opportunity to 
get formal education in the theory of 
risk, and few students of insurance in this 
country have any knowledge of the sub- 
ject at all. 

Notwithstanding American avoidance, 
the theory of risk is an important subject. 
The two most general, formal models of 
insurance, collective risk theory and in- 
dividual risk theory, have both been de- 
veloped in this field. It well may be that 
the only hope for a unified and/or princi- 
ples approach to insurance lies in an 
analysis of models of this sort. The criti- 
cism that these theories are of limited 
practical significance, if practical is taken 
in the business world sense of immediate 
applications, is not relevant. Modification 
of theories to increase their correspond- 
ence to the real world is a gradual process 


Cramer, Harald, Collective Risk Theory, 
(Skandia Jubilee Volume, Stockholm ), 1955, p. 5. 


and requires patience on the part of prac- 
tically oriented men. Furthermore, a 
theory, even if incomplete and oversim- 
plified, can be a valuable pedagogical 
tool and provide a logical context within 
which current institutional problems may 
be ordered and analyzed. Price theory, as 
an example, is an inadequate description 
of the real world, but this does not result 
in its being set aside as “impractical.” In 
fact it forms the cornerstone of the edu- 
cation of the modern economist. Risk 
theory may not be “practical,” but it may 
prove to be extremely valuable. 

The purpose of this paper is to describe 
individual risk theory and collective risk 
theory, and to analyze their merits and 
limitations. However, the treatment is 
general and does not provide a working 
definition. The intention here is not to 
present an operational formulation of the 
theories, but rather it is to indicate the 
lines along which European actuaries are 
thinking and to illustrate the kind of 
approach to the problem which they are 
using. As an introduction to this discus- 
sion we will consider the general prob- 
lem with which these theories deal. 


,, ee eer eee 


. . there are two main aspects of general 
insurance in which a knowledge of the 
structure of the elements of risk variation 
is needed—first in the rate fixing process 
and second in the question of financial 
stability—and these can be generalized 


(77) 
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respectively into a knowledge of the mean 
and variance of the risk involved.” ? 


The following analysis is an attempt to 
explain how the risk problem can be de- 
fined in terms of the mean and variance. 

Assume we are insuring “N” homogene- 
ous, independent subject matters or risks. 
Let “p” be the probability that a claim 
will occur within a given time period. 
Thus, p is the relative frequency of 
claims. Then the total number of expected 
claims will be pN. If the average size 
claim is “$S” (severity), then the total 
expected claims will equal pN$S, and the 
appropriate net or pure premium to be 
charged each of the N units in p$S. 

A somewhat more general way of look- 
ing at the same problem is to assume that 
claim frequency (total number of claims ) 
is a random variable “x,” with a frequency 
distribution F(x). Thus, claim frequency 
can range from o to oo*%, and various 
probability statements can be made con- 
cerning the values which the random 
variable may take. In addition, the size 
of claims is taken to be a random variable 
“y,” bounded by zero and the maximum 
liability under the insurance contract. 
“y” has a frequency distribution G(y). 
Now if we multiply F(x) times G(y) 
the resulting distribution, let us call it 
H(z), will be the total claims distribution 
with mean » and variance o’. 

The mean value of the total claims dis- 
tribution will be the aggregate pure or 
net premium which, when divided by N, 
is the individual net premium. An exami- 
nation of the variance of the distribution 
reveals the probabilities that total claims 
will exceed expected total claims, “, by 
specified amounts. On the basis of this 
"2 Beard, R. E., “Analytical Expressions of the 
Risks Involved in General Insurance.” Transac- 
tions of the XVth International Congress of 
Actuaries, (New York 1957, Vol. II), p. 232. 

* This assumes that there is no limit on the 
number of claims arising from a single policy. If 


each policy were limited to one claim, then 
claim frequency could range from O to N. 


information we can determine the contin- 
gency reserve or buffer fund which is 
necessary to insure a given level of proba- 
blistic solvency and also the average con- 
tingency or risk factor which must be 
added to the net premium. 

These are very general and incomplete 
statements of the risk problem, but they 
do indicate the spirit of the European 
approach. 


Individual Risk Theory 


Individual risk theory or classical in- 
surance theory, as it is sometimes called, 
uses as the basic unit of analysis, the 
individual policy. The characteristic which 
is examined is the gain or loss resulting 
from the individual policy. The gains and 
losses of all policies are then summed 
to determine the aggregate gain or loss 
accruing to the company. In this type of 
analysis there is no time variable, and all 
probabilities and values are stated for a 
fixed time period, say one year. In a 
sense, then, it can be viewed as a static 
analysis. 

Formally, for the “kth” policy we de- 
fine a random variable X, which measures 
the possible gain or loss accruing to the 
company from the policy. The values of 
X, will be limited on the negative side by 
the maximum company liability as speci- 
fied in the policy, less the net premium, 
ie., the face minus the net premium.* On 
the gain side, X, can be no greater than 
the net or pure premium since this would 
be the company’s profit if no loss occur- 
red. 

We then consider the probabilities asso- 
ciated with the values of X, and define a 
probability distribution f(x) of the ran- 
dom variable such that the total area 
bounded by the function and the X-axis is 


equal to one, i.e. 


*This assumes that only one total loss can 
occur in the time period and of course this as- 
sumption is not the proper one when there is 
reinstatement. In effect, it is equivalent to 
sampling without replacement. 
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Net Prem. 


{= dx = 1 


-- (Face — Net Prem.) 


Figure 1 illustrates a plausible probability 
function f(x). 
Figure 1 


The Probability Function f(x) 
for the “kth” Policy 
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A reasonable assumption regarding this 
curve is that generally at least one half 
the area should be bounded by zero and 
the net premium. This simply requires 
that the company has at least an even 
chance of gain under the policy. 

If X, is the gain or loss associated with 

k=N 
the kth policy then )) X: will be the total 
k=1 
gain or loss to the company accruing from 
all policies in force. However, according 
to the central limit theorem, the sums of 
the random variables will be normally 
distributed if the number of policies is 
large. We treat the total gain or loss to 
k=N 
the company, ), Xx, at the end of the 
k=1 
year as a sample mean. The sample size 
is the number of policies in force. An 
observation is the value of the random 
variable for a particular policy.5 Know- 
k=N 
ing that the Ds Xx are normally distributed 
k=1 
5 Actually an observation for any policy is 


composed of two parts: 1) the net premium 
charged; and 2) the losses incurred. 


enables us to set up confidence intervals 
by taking the mean plus or minus some 
number of standard errors of the mean. 
This process not only determines the ap- 
propriate net or pure premium but in 
addition produces a measure of the aggra- 
gate contingency or risk reserve required 
to guarantee solvency at a certain con- 
fidence level. 


Collective Risk Theory ° 


Collective risk theory is of relatively 
recent origin, having received its first 
complete statement in about 1930 by Filip 
Lundberg, a Swedish mathematician. 
Since then it has been expanded exten- 
sively by European actuaries and has 
come to overshadow the older individual 
risk theory. 

In this approach, the total gain or loss 
of the company is the main concern, and 
individual policies are disregarded. The 
model views the insurance mechanism 
“... as a continuous game of chance be- 
tween the company on one side, and the 
totality of policyholders on the other.” * 
In addition, time is included as a variable 
in the analysis. In effect, then, collective 
risk theory treats insurance as a stochastic 
process, i.e. a process which can be de- 
scribed in terms of random sequences and 
into which a time parameter is introduced. 
Random events called claims occur from 
time to time, and these are balanced by a 
continuous flow of premiums from policy- 
holders. We may then consider the total 
amount of claims occuring in a given time 
interval, the total gain accruing to the 
company, and further, the probability of 
ruin, i.e. the probability that total claims 
will exceed premiums and risk reserves, 
within a finite or infinite time period. The 
main concern of collective risk theory is 
making the probability of ruin sufficiently 
small for the appropriate time period. 


® The following treatment is based on Cramer’s 


Collective Risk Theory, previously cited. 
7 Cramer, op. cit., p. 5. 
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A partial formal treatment follows: 

(1) Operational time: In this formula- 
tion of collective risk theory the length 
of any time interval will be measured by 
the expected number of claims arising 
during the period, given the number and 
types of policies in force with the com- 
pany. 

(2) Frequency: Given the above defi- 
nition of operational time the probability 
of exactly “n” claims in a time interval of 
length “t” in the simplified model is given 
by the Poisson distribution, the particular 
term being: 

t® et = where e is the limit of 
Prin, t) = ——- 1\z 


n! (1+- 
Z 


asz-—> @& 


(3) Severity: When a claim occurs, a 
certain amount, “y,” is paid. y is treated 
as a bounded random variable with a 
distribution function P(y). 

(4) Total Claims: The total amount 
of claims occurring within time t is 
symbolized by Y(t), where Y(t) = y, 
+ Yo + +++ +y,. Y(t) is a random vari- 
able with the distribution function 
G(y, t) = Pr(Y(t)=y). Thus if we can 
determine G(y, t) we can speak of the 
probability that total claims in the time 
interval “t” will be less than or equal to 
some specified amount. G(y, t) is a 
compound or joint probability since it is 
the product of (1) the probability that 
a certain number of claims occur (fre- 
quency) and (2) the probability that 
these claims will be of a certain size 
(severity). The first has already been 
specified, the second must now be formu- 
lated. Since, Y(t) = y, + yo + +++ + 
y,, and since the y,’s are independent each 
having the distribution function P(y), the 
distribution function of (y, + y, + «+> 
+ y,) is the n-fold convolution ® of P(y) 
with itself, which is denoted by P"*(y), 
the probability measure of severity. Then 
~ 8 See Feller, William, Probability Theory and 


Its Applications, (John Wiley and Sons, New 
York, 1950, Vol. 1), pp. 214-215. 


n= @ 
G(y, t) = y 
n=o no! 

(5) Net Premiums: EY(t), the expec- 
tation or average amount of total claims, 
is equal to p,t, where p, is the first mo- 
ment or mean of P(y) and t is the ex- 
pected number of claims (see operational 
definition of time above). Then the com- 
pany should receive p,t from the policy- 
holders as the aggregate net premium. 

(6) The Gain to the Company: The 
gain realized by the company up to time 
t, is X(t) and will be equal to p,t (aggre- 
gate net premium) less Y(t) (total 
losses). The expected gain is EX(t) and 

EX(t)=p,t—EY(t)—p,t—p,t=O 
Now, X(t) is a random variable with the 
distribution function F(x, t)—=Pr(X(t) 
<x). But since X(t)=p,t—Y(t), 


F(x, t) =Pr(Y(t) > p: t—x) 
= 1 — Pr(Y(t) < (pi t—x) ) 
= 1 — G(p: t—-x, t) 
n=o 
elm x 
n=o nl! 
Thus, the probability that the gain real- 
ized by the company in the interval t will 
be less than a specified amount (x) is 
equal to one minus the probability that 
total losses during time t will be less than 
or equal to aggregate net premiums less 
the specified amount (x). Stated more 
concisely 
Pr( X(t) <x)=1—Pr(Y¥(t)=(p,t—x) 

(7) The Ruin Problem: Here we are 
concerned with determining the prob- 
ability that total losses will exceed total 
resources, somehow defined. To the net 
risk premium, p,t, we add a safety margin 
or loading At to meet random fluctuations. 
The gross risk premium (net risk premium 
plus safety loading) is then (p, + )t. 

If all premiums are paid into the 
risk reserve and the initial value of the 
risk reserve at t=O is “u” then the 
amount of the risk reserve at time t will 


t® et P=* (y) 


t® et P=* (p; t—x) 
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be u+(p,+A)t—Y(t), ie. the initial 
risk reserve plus premiums less losses or 
X(t)+-u-+aAt, i.e. the gain plus the initial 
risk reserve plus the safety loading. 

If at any time the risk reserve takes a 
negative value, we say that the risk busi- 
ness is ruined. We may then speak of vari- 
ous probabilities of ruin which can be 
indicated by 

F(—u—at, t)—=Pr( X(t) <—u—at) 
=Pr( Y(t) >p,t-+-u-pAt) 
Thus the probability of ruin is identical 
to the probability that total losses exceed 
premiums plus risk reserve plus safety 
loading. 


Additional Considerations 


As previously mentioned, most recent 
research has dealt with collective risk 
theory and to a certain extent, though not 
entirely, the individual vs. collective risk 
theory debate has subsided. Cramer has 
recently stated that: ® 


. . . at the present day we know that an 
individual risk theory can be developed in 
a more modern form on lines which are 
not so different from the main lines of col- 
lective risk theory. The two main ap- 
proaches have drawn considerably nearer 
to one another. Both belong to the big 
field of stochastic processes which, I be- 
lieve, can be said to be sufficiently wide 
to provide a mathematical frame for prac- 
tically all the approaches that seem likely 
to be put forward in connection with the 
theory of risk.” 
However, in contrast to this is C. Cam- 
pagne’s statement that while collective risk 
theory deals satisfactorily with the prob- 
lem of solvency, it is not appropriate in 
setting net retention limits for reinsurance 
purposes and determining safety load- 
ings.1° 
The problems currently being treated 
by risk theorists stem from their desire to 
increase the model’s correspondence to 
® Discussion in Trans. of XVth International 
Congress of Actuaries, (1957, Vol. IV), p. 235. 
10 Op. cit., p. 230. 


reality and thus its applicability. Some 
examples follow: 


(1) The simple collective risk theory 
assumes a fixed distribution of claims, in 
effect, assuming that external conditions 
do not change with time. While the 
mathematical problems associated with 
relaxing this unrealistic assumption are 
great, some work along these lines has 
been done.” 

(2) Risk theory usually assumes the 
independence of risks and claims. This 
means that occurrence of one claim does 
not effect the probability of the occur- 
rence of a second claim. Risk models 
which allow for contagion between claims 
or chain reactions are now being studied.” 

(3) In elementary collective risk 
theory, the risk reserve (u) has a high 
probability of growing beyond all bounds. 
Mathematically, we have a stochastic 
process with one absorbing barrier. A re- 
cent paper dealt with eliminating this 
condition by setting a maximum value 
on u.'8 

(4) The problem of taking advantage 
of interest earned on the risk reserve has 
also been considered. 

While practical applications of risk 
theory are rare, a Finnish actuary has 
indicated that definitions of security mar- 
gins and stabilization reserves in the Fin- 
nish Insurance Company Act, are stated 
in terms of risk theory.* Furthermore, 
improvements in reinsurance policy and 
maximum net retention limits have re- 


12 Almer, Bertil, “Risk Analysis in Theory and 


Practical Statistics,” op. cit., Vol. II, pp. 314- 
349. 

12 Andersen, E. Sparre, “On the Collective 
Theory of Risk in the Case of Contagion between 
the Claims,” op. cit., Vol. II, pp. 219-227. 

Campagne, C. and C. Driebergen, “The In- 
fluence of Chain Reactions of the Loss Distribu- 
tion Function,” op. cit., Vol. II, pp. 248-261. 

18 de Finetti, Bruno, Discussion in, op. cit., Vol. 
IV, p. 239. 

14 Pentikainen, T. Discussion in op. cit., Vol. 
IV, pp. 226-228. 
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sulted from applications of risk theory. 
Most work in the field today is directed 
toward deriving general probability dis- 
tributions appropriate for describing the 
actual claims patterns in various types of 
insurance. 

One promising development for the 
long run is the recent establishment of 
A.S.T.I.N., (Actuarial Studies In Non-life 
insurance). This is a permanent sub- 


committee or section of the International 
Congress of Actuaries, and its purpose is 
to promote research in actuarial studies 
in non-life insurance. Communication 
among actuaries in various countries 
should be facilitated by this group and 
its publications, and perhaps it will in- 
crease interest and work in risk theory in 
the United States. 























OASI STATISTICS—A PROGRAM FOR INSURANCE 
INDUSTRY EMPLOYMENT RESEARCH * 


THEODORE BAKERMAN 


Duquesne University 


This paper is set forth as an exploratory 
study of research possibilities, through 
the use of statistics that already are being 
collected. The Bureau of Old-Age and 
Survivors Insurance, as part of the task 
with which it is primarily charged, gathers 
a considerable amount of information on 
the characteristics of employment and 
earnings in American industry. As is 
pointed out by the Bureau: “These data 
are useful for analysis and research not 
only in the study of old-age and survivors 
insurance, but also in the broad fields of 
labor economics and social insurance.” 

Labor economics is indeed a broad field, 
encompassing such subject matter as the 
composition of the labor force, patterns of 
mobility within and among industries and 
into and out of the labor force, wage 
structure and change, and many additional 
areas. If anything, the statement of the 
Bureau of Old-Age and Survivors Insur- 
ance, relative to the usefulness of its data, 
must be regarded as a very modest one. 
However, the extent to which these data 

* This study was carried out under an Insur- 
ance Research Award granted by the American 
Association of University Teachers of Insurance. 
The writer is indebted to the following personnel 
of the U.S. Bureau of Old-Age and Survivors In- 
surance for extensive cooperation in supplying 
him with information: Victor Christgau, Director 
Alvin M. David, Assistant Director, Benjamin J. 
Mandel, Chief, Statistics Division, and Mrs. Rena 
Berman, Survey Statistician. 

1U.S. Bureau of Old-Age and Survivors Insur- 


ance, Handbook of Old-Age and Survivors In- 
surance Statistics, 1953-54 (Washington, 1957), 


p. i. 


have been utilized has been extremely 
moderate, bordering on neglect. Aside 
from the unpublished data of the Bureau, 
the neglect extends also to the published 
data. 

The principal end purpose behind the 
present study is to determine the ways in 
which unpublished data of the Bureau 
may be used to derive meaningful infor- 
mation on employment in the insurance 
industry, and the feasibility and cost of a 
program of this nature. As a rule, data 
collection is an expensive undertaking, so 
that marked economies can be achieved 
by the use of those already collected. 
However, it should be clear to all that it 
is not the function of the government 
agency to expend its limited resources for 
the benefit of a specific industry. In the 
event that a useful program for the anal- 
ysis of unpublished data can be devised, 
support for its implementation would 
have to come from private sources. 

The study is still in progress. Part I, 
presented here, deals with published earn- 
ings data and some of the information 
that can be derived therefrom. Compari- 
sons with sources other than the Bureau 
of Old-Age and Survivors Insurance are 
made. Some inferences are drawn regard- 
ing the questions to which unpublished 
data might yield fruitful answers. Part II 
will treat employment mobility, relying 
also on published data, while Part III will 
deal with the potentialities of unpublished 
data. 
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The comparison of wages among indus- 
tries is not an easy task, and is subject 
to error in interpretation. Policies of pay- 
ing substandard wages are socially unde- 
sirable, and there is no wish to defend 
them here. However, it appears most 
doubtful, on the basis of old-age and sur- 
vivors insurance data, that the insurance 
industry can be characterized as one of 
substandard wages. 

There are many variables that must be 
taken into account in the comparison of 
wages among industries. Some questions 
that must be considered include the fol- 
lowing: What is the sex composition of 
each industry, and the occupational dis- 
tribution of employment? What is the 
experience span of those in similar occu- 
pations, and how long have they been em- 
ployed by the company? Does the same 
occupational title really mean that the 
job content is the same, or are there sig- 
nificant limitations in occupational title 
designation? These and many other fea- 
tures are often important factors in the 
analysis of actual comparability. 


Earnings in the Insurance Industry 


Turning to some of the published statis- 
tics on earnings in the insurance industry, 
there are the weekly earnings data of the 
U. S. Bureau of Labor Statistics. These are 
carried in the “Employment, Hours and 
Earnings” looseleaf series of the Bureau, 
revised as of the date of issue of the sheet, 
and currently in Employment and Earn- 
ings and Monthly Labor Review. These 
data are for full and part-time nonsuper- 
visory employees and working supervisors. 
Data for both male and female employees 
are included together. For the latest date 
for which information has been published 
at this writing, August, 1959, average 
weekly earnings in all manufacturing in- 
dustries amounted to $88.70, while the 
comparable figure for the insurance car- 
rier industry is $86.77. No comparable 
data are available for the insurance agents, 


brokers and services industry. In the 
durable goods manufacturing industries, 
the average came to $97.03, while in the 
nondurable goods segment, it amounted 
to $80.00. 

Besides insurance carriers, there are two 
other components of the finance, insurance 
and real estate group for which compar- 
able information is available. Banks and 
trust companies paid $68.07 a week, while 
security dealers and exchanges paid 
$116.93. 

From these figures, it appears that the 
average wage in the insurance carrier 
industry falls slightly below that in all 
manufacturing industries and consider- 
ably below and above the durable goods 
and nondurable goods segments respec- 
tively. The spreads between the insurance 
carrier industry on the one hand, and the 
other components of the finance, insur- 
ance and real estate group on the other, 
are much wider than is the case in the 
comparison with manufacturing industries. 

As part of its series of national income 
statistics, the U. S. Office of Business Eco- 
nomics estimates average annual earnings 
per full-time employee by industry. For 
1958, the figure for all industries is $4,344, 
while that for manufacturing industries is 
$4,936. In the finance, insurance and real 
estate group as a whole, average earnings 
were slightly above those for all indus- 
tries, amounting to $4,484. Data for some 
of the components of the group show 
earnings of $4,433 in banking and $7,867 
in the security and commodity brokers, 
dealers and exchanges industry. The 
amount for insurance carriers is $4,515, 
while that for insurance agents and com- 
bination offices together is $5,018. Combi- 
nation offices can be considered to be 
partly in the insurance industry and partly 
out of it, although it is not possible to 
determine how much of each. These 
offices are “regularly engaged in any com- 
bination of real estate, insurance, loans, 
or the practice of law.” No one of these 
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predominates. As is the case with the 
data of the Bureau of Labor Statistics, 
those of the Office of Business Economics 
combine information for both sexes to- 
gether. 

In general, it can be concluded that 
there is little to recommend the insurance 
industry from the information that has 
been presented. Data for the banking in- 
dustry seem to be somewhat contradictory. 
Certainly, from the information of the 
Bureau of Labor Statistics on banks and 
trust companies, one would conclude that 
this industry should not be lumped with 
insurance, as is so commonly done. How- 
ever, this is contradicted by the data of 
the Office of Business Economics. The 
figure for banking from this agency comes 
very close to that for insurance carriers. 
This discrepancy may be more apparent 
than real, and may be due to exclusions 
of personnel from the class of nonsuper- 
visory employees and working supervisors, 
to a greater extent in the case of banks 
and trust companies than in the case of 
insurance carriers. 

The last occupational wage study of in- 
surance carriers by the Division of Wages 
and Industrial Relations of the Bureau of 
Labor Statistics was conducted during late 
1951 and early 1952.2 Information was 
gathered in 30 cities on standard wages 
in fifteen occupations for women and 
three occupations for men. The three oc- 
cupations of males are accounting clerks, 
section heads and home office underwrit- 
ers. This Division of the Bureau of Labor 
Statistics has planned to conduct occupa- 
tional wage studies of the life insurance 
industry at five year intervals.* The first 
of these studies has not yet been sched- 
uled. 

As shown by the 1951-52 study, many 


2L. Earl Lewis, “Salaries in Insurance Car- 


riers,” Monthly Labor Review, October, 1952, pp. 
420-21. 

3 Toivo P. Kanninen, “New Dimensions in BLS 
Wage Survey Work,” Monthly Labor Review, 
October, 1959, pp. 1081-84. 


of the occupations for women, in the in- 
surance carrier industry, pay low wages. 
However, these, in general, correspond 
with occupations where a very low degree 
of skill is required. Inasmuch as there are 
a considerable number of such jobs in 
the insurance industry, the effect of this is 
to make wages, for the industry taken as 
a whole, appear to be substandard. 

One difficulty in trying to draw any 
conclusions from the occupational data on 
wages of males, is that too few occupa- 
tions are covered. Those that are covered 
are at the lower or middle level of all 
occupations in the insurance carrier in- 
dustry. 

For showing wage progress and the dis- 
tribution of wages at upper levels, the 
limited work of Oscar Harkavy in connec- 
tion with his study of “The College Gradu- 
ate in the Life Insurance Company Home 
Cffice”, is very significant. Among his 
findings is that the college graduates 
studied by him progressed, during their 
first five years in the life insurance indus- 
try, at a rate that compared favorably with 
that in other industries.* 

At the present writing (1959), most 
data of the Bureau of Old-Age and Sur- 
vivors Insurance are not available for 
periods after 1953 or 1954. However, 
much of the information for 1955 and 
1957 will be available in 1960, making 
this a more timely source. 

The OASI earnings data that are dealt 
with here are those for male wage and 
salary workers who had earnings in all 
four quarters of the year. This eliminates 
the downward pull from many, but not 
all, of those who enter or leave an industry 
during the course of the year. It takes into 
account regularity of employment, as well 
as wage rates. 

Data are given for both parts of the 
insurance industry—insurance carriers on 


* Oscar Harkavy, Leadership for Life Insur- 


ance (University of North Carolina Press, Chapel 
Hill, 1955), pp. 59-69. 
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TABLE 1 


Estmmatep Mepian ANNUAL WaGes or MALE WaGeE AND SALARY WoRKERS WITH WAGES 
IN Four Quarters, SELEcTED INDUsTRIES, 1953 AND 1954. 


Insurance agents, brokers and services... ...... 


Metal minin 


General contractors—other construction....... 
Printing, publishing and allied industries...... . 
Chemicals and allied products................ 
Products of petroleum and coal............... 
Transportation equipment................... 


Instruments and related products............. 
Transportation by air....................... 
Pipe line transportation..................... 
SEES Oe 
Utilities and sanitary services................ 


Wholesale trade, ex-merchant wholesalers. .... . 
Security and commodity brokers.............. 
Radio broadcasting and television............. 
Miscellaneous Services.................-++5: 
Source: U.S. Bureau of Old-Age and Survivors Insurance. 


n.a.—not available. 


the one hand and insurance agents, brok- 
ers and services on the other hand, accord- 
ing to Standard Industrial Classification. 
There is some difficulty from the fact that 
a large segment of those in the agents, 
brokers and services industry are self- 
employed, and, therefore, not included in 
the data for wage and salary workers. 
However, it is readily apparent from an 
examination of the data of the 1950 
Census of Population, that only about one- 
quarter (very roughly estimated) of all 
male insurance agents and brokers are 
included among the self-employed in the 
insurance agents, brokers and services in- 
dustry. It is also apparent that some in- 
surance carriers, seemingly in too great 
number for the matter to be accounted 
for by direct writers, classify their agents 
as employees of carriers rather than of 
agencies. 

Estimated median annual wages of 
male wage and salary workers, with wages 
in four quarters for selected industries in 
1953 and 1954, are shown in Table 1. The 
estimates are made by the Bureau of Old- 
Age and Survivors Insurance. The basis 


Median Annual Wages 
19538 1954 


$3 ,950 


& 
8 


, 
n.a. 
n.a. 


4,800 


4,500 
5, 200 
4,600 
5,200 
4,500 
4,500 
4,500 
n.a. 

5,100 
4,500 


4,500 
n.a. 
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n.a. 
5,300 


Sees SE888 SEUEE EEE 


for inclusion of industries in this table is 
that the median annual wage in 1954 is 
equal to or exceeds that figure for either 
the insurance carrier industry or the in- 
surance agents, brokers and services in- 
dustry. Altogether, data for the two 
insurance industries and sixteen other in- 
dustries appear in Table 1. One reason 
that figures for 1953 are presented, is that 
they are lacking for 1954 in the case of 
certain industries, -and rough estimates 
can be made for the latter year from the 
data for the earlier one. 

The median annual wage for the insur- 
ance carrier industry in 1954 is $4,900. 
This total definitely is exceeded by the 
median in four other industries. These 
are miscellaneous services, printing, pub- 
lishing and allied industries, products of 
petroleum and coal, and telecommunica- 
tions. It is probably exceeded by median 
wages for pipe line transportation and 
radio broadcasting and television. It is 
probably equalled by that for security and 
commodity brokers. Although they were 
equal in 1953, the median wage in the 
metal mining industry probably did not 
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keep up with that in the insurance carrier 
industry in 1954, because of the slump in 
the iron and steel industry in the latter 
year. 

Based on the 1953 figure, and those of 
earlier years, it is estimated that the 
median wage in the insurance agents, 
brokers and services industry in 1954 was 
$4,500. This is exceeded by all of the 
industries mentioned, with the possible 
exception of metal mining. It is also ex- 
ceeded by the median wages in the crude 
petroleum and natural gas (extraction) 
industry and the chemicals and allied 
products industry. It is equalled by the 
median wages in the remaining industries 
in Table 1. If all of the self-employed in 
the insurance agents, brokers and services 
industry are added, irrespective of the 
number of quarters in which they had 
earnings, then the median wage in this 
industry would be reduced. 

Table 2 uses the number of male wage 
and salary workers with earnings in four 
quarters of 1954, for the weights to be 
assigned to each industry, and takes these 
as a proportion of all such male workers 


in the country coming within the old-age 
and survivors insurance system in that 
year. It shows that the insurance carrier 
industry ranks within the top six per cent 
of industries in the United States in me- 
dian wages. Because of the fact that 
median wages in the insurance agents, 
brokers and services industry are the 
same as those in a number of other in- 
dustries, it can be said that this insurance 
industry ranks in the interval between 
the upper ninth and twenty-second per- 
centiles of American industry, according 
to the 1954 data. 

Table 3 shows the number of male 
wage and salary workers in specific in- 
dustries who had earnings in four quar- 
ters of 1954 coming within four different 
wage intervals, each taken as a percent- 
age of the total number of four-quarter 
wage and salary workers in each of these 
industries. The earnings intervals are 
$3,600 and over, $3,600 to $4,799, $4,800 
to $7,199, and $7,200 and over. The indus- 
tries for which the computations have 
been made are all those which appear in 
Table 1. 


TABLE 2 


PERCENTAGE STANDING OF SELECTED INDUSTRIES BY MEDIAN WAGE OF MALE 
Four-QUARTER WaGE AND SALARY WorKERS, 1954 


Male Four-Quarter 


Per Cent of U. S. Total 


Wage and Salary Per Cent of With Lower With Higher 
Industry Workers (Thous.) U.S. Total Median Median 

United States total.................. 25 , 862 100.00 - = -—— 
Miscellaneous services. .............. 114 .44 99.56 0.00 
Pipe line transportation. ............ .04 99.52 44 
Printing, publishing and allied services 486 1.88) 96.79 48 
Products of petroleum and coal....... 219 .85/ . 
Telecommunications................ 272 1.05 95.74 3.21 
— pen porens = television. .... .22 95.52 4.26 

curity and commodity brokers... . . . .17 
TmawvGnces ONTViers. ... .. 5 ccc cess 300 £:. Pt 94.19 4.48 
Crude petroleum and natural gas..... 233 .90 93.29 5.81 
Chemicals and allied products........ 544 2.10 91.19 6.71 
Metal mining; General contractors— 

other construction; Transportation 

equipment; Instruments and re- 

lated products; Transportation by 

air; Utilities and sanitary services; 

Wholesale trade ex merchant 

Ge Pre 6 ere ere 3, 4 12.70 78.26 8.81 
Insurance agents, brokers and services. . .23 . 

Source: Complied or computed from data of the U. 8. ee of Old-Age and Survivors Insurance. 


Note: 
included in this table. 


Industries that are bracketed are those having the same median wage. All industries having median wages 
for male four-quarter wage and salary workers equal to or in excess of those in the insurance industries are 
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TABLE 3 


Per Cent or Att Mate Four-QuarTer Wace AND SaLtarRy WoRKERS, BY ANNUAL EARNINGS 
INTERVALS, $3,600 anp Over, By INpusTRy, 1954 


Per Cent In Annual Earnings Interval 


$3,600 and $3,600- $4,800- $7,200 and 
Industry Over 4,799 7,199 Over 

ck ns a cbaobap sveneees 78.7% 26.3% 33.3% 19.0% 
Insurance agents, brokers and services......... 68.3 28.3 20.0 20.0 
2 AV SOS Oa ee 66.2 31.2 28.6 6.5 
Crude petroleum and natural gas............. 83.3 33.9 39.9 9.4 
contractors—other construction. ...... 69.5 29.3 31.5 8.7 
Printing, eee eine Pesikats 74.1 18.3 38.3 17.5 
Chonan ond allied products................ 81.3 38.6 31.1 11.6 
Products of petroleum and coal .............. 94.1 36.1 48.9 9.1 
Transportation equipment................... 83.4 42.5 31.9 9.1 
Instruments and related products............. 70.6 32.7 30.8 7.1 
seamepertation hy efx Poe Wd dae aks ate e «3.405 0:8 79.2 34.7 20.8 23.6 
cree weetation eee hin ecleua regs 88.2 35.3 47.1 5.9 
Ns er Ses ke soe ee be 79.4 23.5 44.1 11.8 
Sead mien: suction eS Sere 81.0 41.5 34.3 5.1 
Wholesale trade ex merchant wholesalers... ... 72.1 28.5 28.5 15.0 
Securit; Loos commodity brokers.............. 74.4 18.6 23.3 32.6 
Radio and television............. 83.9 17.9 28.6 37.5 
etinaee eS lew dws ca es-< 82.5 16.7 36.8 29.0 


Source: Computed from data of the U. 8. Bureau of Old-Age and Survivors Insurance. 


Taking the interval $7,200 and over, the 
position of both the insurance carrier in- 
dustry and the insurance agents, brokers 
and services industry are markedly im- 
proved, compared to that when the 
median wage was used for comparative 
purpose. Nineteen per cent of the male 
four-quarter wage and salary workers in 
the insurance carrier industry are in this 
earnings interval, while the corresponding 
figure for the insurance agents, brokers 
and services industry is twenty per cent. 
There are only four industries in which 
the percentages for the insurance indus- 
tries are exceeded. These are radio broad- 
casting and television, security and com- 
modity brokers, transportation by air and 
miscellaneous services.® 

Using the same weighting system that 
was applied in the case of median wages, 
the insurance industry as a whole falls 
within the top 1.1 to 2.5 per cent of 
American industry in proportion of four- 
quarter wage and salary workers in $7,200 
and over class. (See Table 4.) 

5 The fishing industry is omitted because it 
appears that the very small size of the sample for 
that industry has lead to questionable results. 


If the self-employed are added to four- 
quarter wage and salary workers in the 
insurance agents, brokers and services in- 
dustry, then the proportion of all in the 
$3,600 and over class falls to 58.8 per cent 
from 68.3 per cent. However, the propor- 
tion in the $7,200 and over class rises from 
19.0 per cent to 24.4 per cent. 

The reason why the insurance industry 
appears in a much more favorable light 
in the comparison of per cent earning 
$7,200 or more, than it does in the com- 
parison of median wages, is an obvious 
one, when one observes Table 2. Some of 
the industries in which the median wages 
exceed those in the insurance carriers and 
insurance agents, brokers and services in- 
dustries are characterized by a relatively 
close bunching of earnings above the 
median level, as compared with greater 
dispersion in the insurance industries. 
Thus, in the pipe line transportation in- 
dustry, for example, where the median 
wage was $5,300 in 1953 and probably 
close to that level in 1954, only 5.9 per 
cent earned $7,200 or more in the latter 
year. This is in contrast to lower median 
wages in the insurance industries, but 
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TABLE 4 


PeRcENTAGE STANDING OF SELECTED INDUSTRIES BY PROPORTION OF MALE Four-QusrxTeR WaGE 
AND SALARY WORKERS IN THE $7,200 anp Over Earnines Cuass, 1954. 


Per Cené of U. S. Total 


Male Four- 
Quarter Wage With Lower With Higher 
and Salary Proportion in Proportion in 
Workers Per Cent of $7,200 and $7,200 and 
Industry (Thous.) U. 8. Total Over Class Over Class 
United States Total................. 25 ,863 100.00 — — 
Radio broadcasting and television... . . 56 .22 99.78 0.00 
Security and commodity brokers... . .. 43 .17 99.61 .22 
Miscellaneous services............... 114 .44 99.17 .39 
Transportation by air............... 72 .28 98.89 .83 
Insurance agents, brokers and services 60 .23 98 .66 1.11 
TROUPGNes OOTTEETE. ... 2... eee cc ecese 300 1.16 97.50 1.34 


Source: Compiled or computed from data of the U. 8. Bureau of Old-Age and Survivors Insurance. 


Note: All industries having a proportion of male four-quarter wage and salary workers in the ¥.3 200 and over earnings 
class equal to or in excess of those in the insurance industries are included in this table 


much higher proportions in the $7,200 and 
over class. 

Since 1954, there have been significant 
changes in wage levels in industry, so that 
data for years after this may well be 
watched with interest, for the purpose of 
observing how insurance has made out 
on a comparative basis. 

From the comparisons of median wages 
and wages of $7,200 and over, it may be 
concluded that the insurance industry is 
a relatively high wage payer insofar as a 
significant proportion of male employees 
is concerned. The relatively great disper- 
sion of wages above the median creates 
a situation in which a relatively greater 
number of employees have opportunities 
for further advancement than is the case 
in most other industries. This assumes 
that the gradual replacement of those in 
the upper brackets comes mainly from 
within the industry. 

There are a number of additional ques- 
tions, the answers to which would be use- 
ful in appraising the insurance industry 
from the viewpoint of comparative earn- 
ings opportunities that it offers to males. 
Among these are: 


(1) What is the nature of the frequency 
distribution of earnings above the $7,200 
level? 

(2) To what extent do the earnings 
above $7,200 bunch up? 

(3) How are advances in earnings tied 
to experience? 

(4) To what extent do changes in the 
general level of earnings in the industry 
affect employees at various levels? 


Too often, the insurance industry is 
barred from consideration by desirable 
employment seekers on the basis of a 
reputation as a low wage payer. In addi- 
tion, it may be barred from consideration 
by graduating college students, in some 
instances, because of lower initial wages 
than can be obtained elsewhere. How- 
ever, more complete knowledge of future 
prospects, compared with those in other 
industries, can serve to enable intelligent 
choices. The comparative wage data from 
OASI statistics presented in this paper, 
indicate that the industry would stand to 
gain in reputation by the development and 
dissemination of more complete informa- 
tion. 











VARIABLE ANNUITIES THROUGH CREF 
RETROSPECTIVE AND PROSPECTIVE 


WiLtiaM C. GREENOUGH 


Teachers Insurance and Annuity Association and 
College Retirement Equities Fund 


The College Retirement Equities Fund 
has completed 7% years of operation 
since its start on July 1, 1952; therefore, 
one could say its age for insurance 
purposes is 8. This indicates that the de- 
velopment of variable annuities has 
been a thing of the 1950s. As we enter 
the coming decade, we find that variable 
annuities continue to be a hotly debated 
subject, here and abroad, in the insurance 
and investment worlds, and to some ex- 
tent by the general public. The Supreme 
Court of the United States has spoken 
out on this subject and as a result variable 
annuities may be regulated by two differ- 
ent levels of government and under two 
different types of regulations. 

A major life insurance company is tool- 
ing up to offer variable annuities to the 
general public; three small specialty com- 
panies are already engaged in selling 
variable annuities, and other projects are 
in the making. Some 60 or 70 trusteed 
plans have been introduced to provide 
variable annuities. These plans cover such 
diverse groups as airline pilots and pub- 
lic utility employees and range from Long 
Island Lighting Company to Tennessee 
Valley Authority, Boeing Airplane Com- 
pany, Chemstrand, Warner-Lambert Phar- 
maceutical Company, and the National 
Association of Manufacturers. The State 
of Wisconsin is operating variable annuity 
plans which are available to all teachers 
and other public employees, and the fif- 


tieth state is interested in setting up such 
a plan. 

Thus the decade of the ’60s opens out 
to the variable annuity a number of di- 
verse roads. It remains to be seen 
whether variable annuities for the gen- 
eral public will really make much of a 
stir. Will they become a true and worthy 
servant of the American public, helping 
to solve the increasingly complex problem 
of providing suitable and sufficient retire- 
ment income for our aging population in 
a manner that will contribute to happiness 
and a worthwhile life? The multifold de- 
cisions that must be made by many dif- 
ferent individuals, call for broad vision 
and understanding if the highest interests 
of the public are to be served. 


A Retrospective View of CREF 


But let us return to the field of higher 
education in America, in which variable 
annuities were initiated, and see whether, 
in this framework, they have so far ful- 
filled their purpose. The first question I 
might be asked is, “If you had it to do 
all over again, would you establish 
CREF?” The real answer has already 
been given by the 900 institutions of 
higher education, colleges, universities, 
independent schools, nonprofit research 
and scientific organizations, and educa- 
tional foundations and associations, that, 
with their staff members, are participating 
in TIAA and CREF. And it has been given 
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by some 57,000 staff members, including 
large proportions of the academic mem- 
bers of the American Association of 
University Teachers of Insurance, the 
American Economic Association, Ameri- 
can Finance Association, and the other 
social science groups, people who are es- 
pecially informed and able to judge 
whether they individually wish to partici- 
pate in CREF. 

We hear over and over again from col- 
lege deans, heads of departments, presi- 
dents, and others charged with obtaining 
academic talent, that CREF is of real 
assistance in recruiting and holding able 
people in the service of higher education. 
In the next ten years, about 25 college 
teachers need to be attracted to our insti- 
tutions of higher education, for every 10 
now employed there. They will be needed 
to take care of the exploding enrollments 
of the colleges and universities, and to 
offset the attrition among teachers due to 
retirements, deaths and losses to other 
employments. It is hoped that variable 
annuities through CREF, will continue to 
help the colleges attract and keep the 
talent to which they aspire. 

In the late 1940s and early 1950s many 
college professors were discouraged be- 
cause their earnings were lagging seri- 
ously behind the cost of living. Once they 
retired, they were faced with the same 
problem of all people living on fixed in- 
comes, the declining purchasing power 
of those fixed incomes during inflationary 
times. In industry, salaries were higher 
and increasing, and profit-sharing, bonus, 
deferred compensation, and other kinds 
of plans took away some of the sting of 
the reduction in purchasing power of 
their retirement plans. It did not seem 
reasonable for college professors to have 
a carry all of the risk of inflation’s effect 
on fixed-dollar incomes. Of course, this 
problem was not limited to professors, but 
it was more severe for them than for many 
people since their salaries were not high. 


The advantage of hindsight of even so 
short a period as 7% years, indicates that 
something like CREF was needed greatly 
by the colleges and their staff members. 
It has played its part in helping to make 
the profession of higher education more 
attractive, by giving reasonable promise 
of real security in retirement, by basing 
retirement savings on a broader diversi- 
fication of assets, and by providing the 
college teacher with his first major oppor- 
tunity to participate in the productivity 
of the American economy. 


Structure of CREF 


A variable annuity is a series of regular 
payments usually, but not necessarily, in- 
volving life contingencies. The yearly 
value of each of the series of payments is 
equal to a pro rata share of a fund nor- 
mally invested in common stocks and other 
equities. While not a part of the defini- 
tion of variable annuities, an essential 
part of the objective of providing retire- 
ment security is the mechanism for pur- 
chasing variable annuities through regular 
premium payments over many, many 
months and years of the working lifetime. 

CREF is a companion organization es- 
tablished by TIAA, the originator of vari- 
able annuities, to issue these annuities for 
staff members of colleges, universities, and 
other nonprofit institutions. Some salient 
points are: 

(1) CREF is corporately and financially 
separate from TIAA, with a separate board 
of trustees, separate investments, and 
separate accounting for funds. It is, how- 
ever, a companion organization for TIAA, 
both being integral parts of the retirement 
program needed by educators. 

(2) CREF fell heir to a ready-made 
TIAA clientele composed of college staff 
members, scientists and other educators. 
Both companies strictly limit eligibility 
for their contracts to this group, nonprofit 
educational organizations, colleges, uni- 
versities, independent schools, research 
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organizations, foundations and educa- 
tional associations. 

(3) The CREF participant must also 
be a TIAA participant, so that “balancing” 
of his retirement savings between variable 
and fixed-dollar annuities is assured. 

(4) In the TIAA-CREF structure there 
is no “selling” in the usual sense. Both 
companies use the same small advisory 
staff—a half dozen full-time, salaried 
officers who handle the writing of articles, 
bulletins, books, letters and other contacts 
made with the 900 educational institutions 
with TIAA-CREF retirement plans. The 
same staff handles the life insurance, 
major medical insurance and disability in- 
come programs. 

(5) Both the TIAA and CREF annui- 
ties are fully vested in the individual and 
transferable so that he always owns them, 
but only as an annuity or death benefit. 
There are no cash or loan values. 

(6) Practically all TIAA and CREF 
annuity contracts originate as part of col- 
lege retirement systems. This means that 
the decisions to make CREF available as 
part of college retirement plans came 
about by a thorough process of screening, 
including trustee action, as well as study 
by college officers, by faculty committees, 
and by individual staff members. 


Current Statistics on CREF 


CREF and TIAA report fully to all 
policyholders once a year, as to figures on 
the participants’ own annuities. In addi- 
tion, the annual report shows all of the 
investments in CREF, the current unit 
values, and other material. Here are some 
of the significant data as of December 1, 
1959: 


(1) Some 57,000 educators now parti- 
cipating in CREF, represent 70 per cent 
of the TIAA premium paying annuity 
owners. There are 650 persons receiving 
CREF variable annuities. 

(2) Total assets of CREF now equal 
$120,000,000. 


(3) The accumulation unit value, repre- 
senting the price of new units for the 
person paying premiums, or the value 
of the death benefit at any time, is now 
$26.28. This is more than 2% times the 
starting value in 1952. Month by month 
values are shown on a chart at the end, 
which chart also shows comparative per- 
formance with the Standard & Poor's 
Index. 

(4) The accompanying chart on the 
following page gives an illustration of a 
combined TIAA-CREF income over the 
7% year period since its origin. It should 
be emphasized that CREF experience 
generally has been very favorable and that 
larger downward variations than have yet 
occurred in CREF income can be expected 
within the longer-range trends. 

(5) Expense loadings in CREF will be 
reduced once again on January 1, 1960, 
this time to 2.1 per cent of each premium 
as the total operating expense charge, 
plus %oth of 1 per cent per month for 
the total investment expense charge. These 
are the only expenses until retirement, at 
which time a charge equal to 1 per cent 
of annuity payments is made to take care 
of all operating expenses during the pay- 
ment of annuities. 

(6) CREF funds are invested in 14 dif- 
ferent industries and 66 carefully chosen 
companies within those industries. The 
portfolio and percentage distribution 
among industries is given at the end. 

(7) Practically all of TIAA-CREF’s 900 
cooperating institutions which have retire- 
ment plans, make CREF participation 
available to their staff members. Ninety 
per cent of the staff members who choose 
to participate in CREF do so for the full 
50 per cent of premiums allowed. A few 
institutions have made participation in 
CREF compulsory for all participants in 
their retirement plan. 

(8) Although the participant in CREF 
can choose whether to put %, %, or % of 
his total premium into CREF, the rest 
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As an example of a span of seven and a half years of combined TIAA- 
CREF annuity benefit payments, the graph below shows the monthly 
annuity income that would have resulted from a single premium paid 
for TIAA-CREF Immediate Annuities on July 1, 1952 by a man aged 
65. The premium paid to TIAA was assumed to be large enough to 
purchase a conventional annuity of $100 a month, with the same premium 
amount paid to CREF. 
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Annuity Unit. The annuity unit is revalued once a year, .so that the 
amount of the monthly check changes each year, but remains the same 
for a year at a time. The current value of the annuity unit (May 1959 
through April 1960) is $22.03. The most important factor determining 
changes in the yearly annuity unit value is the appreciation or depre- 
ciation in the market value of the Fund. Other factors are mortality 
experience, expenses, and dividends on the common stock investments. 
Annuity unit values have been as follows: 


Annuity Year Annuity Unit 
(May through April) Value 
Initial Value $10.00 
1953-54 9.46 
1954-55 10.74 
1955-56 14.11 
1956-57 18.51 
1957-58 16.88 
1958-59 16.71 


1959-60 22.03 
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going to TIAA to purchase a fixed-dollar 
annuity, there has been almost no shifting 
back and forth. There is no evidence of 
attempts by staff members to “guess the 
market”; they accept CREF and TIAA as 
long-range, conservative, well-planned re- 
tirement income programs, not speculative 
investment schemes. 

In our annual reports and our various 
writings on CREF, we emphasize again 
and again that common stock performance 
and the performance of the American 
economy can vary quite widely, both up 
and down. We continually point out that 
while the experience of CREF has been 
exceedingly favorable so far, it can go the 
other way. We also emphasize that it is 
the long-range experience which is im- 
portant. 

Yes, if we had it to do over again, we 
would set up CREF, and we would use 
practically the same structure for it. In our 
experience, only minor technical changes 
have seemed necessary or desirable. Few 
revolutionary developments in the insur- 
ance world have ever been looked at 
quite so hard and carefully, not only by 
those who developed it originally, but by 
people in the insurance world and those 
outside. Thus as a conclusion to the retro- 
spective view, mention should be made of 
the truly brilliant technical work in set- 
ting up CREF accomplished by Robert 
M. Duncan and Wilmer A. Jenkins, Fel- 
lows of the Society of Actuaries, as to all 
of the actuarial aspects; George E. John- 
son and John Paul Good for their work on 
all phases of the legal structure, as well 
as Thomas C. Edwards, Richard F. F. 
Nichols, Walter Mahlstedt, Ida Cepicka, 
and several others. R. McAllister Lloyd, 
chairman of TIAA, led and coordinated 
the entire effort, and in addition estab- 
lished the structural organization, includ- 
ing the board of trustees. 


The Prospective View 
I recently heard a definition of an 


optimist at a meeting where nuclear and 
bacteriological warfare, the population ex- 
plosion, the growing threat of commu- 
nism’s spread, and such things were being 
discussed: “An optimist is a person who 
thinks the future is uncertain.” 

I am totally unreconstructed optimist; 
I must be, I am in the annuity business. 
It is a wonderful thing, with ICBM’s 
aimed, from 5,000 miles away, at our 
homes and offices, to think how we main- 
tain our faith in the future to the extent of 
devoting our lives to making people more 
secure in their old age, and that well into 
the 21st century. 

All of you are aware of the fuss and 
furor, during the most recent half dozen 
years, over whether variable annuities 
should be offered to the general public, 
and if so, by whom and how. As you also 
know, we at TIAA have kept on the side- 
lines, minding our own shop, trying to 
run an effective operation for a wonder- 
fully worthwhile profession. This did not 
mean that we had no interest in what was 
going on. It did and does mean that we 
have no desire to suggest to other people 
that they should do the same as we did, or 
that they should set up a different system, 
or that they should try it at all. Now it is 
clear that variable annuities will be writ- 
ten on a substantially greater scale during 
the 1960s. It now appears that they will 
be written both by small specialty com- 
panies like PALIC, VALIC, and EALIC, 
by the Prudential Life Insurance Com- 
pany and others following its pattern, by 
State Retirement Systems such as in Wis- 
consin, by many trusteed and other large 
plans, by semi-governmental units like the 
Tennessee Valley Authority, and perhaps 
by mutual funds. 

Many thoughtful people have taken 
strong positions on both sides of a number 
of questions related to variable annuities: 


“Variable annuities are no good,” or 
“Variable annuities are the answer to 
every problem of retirement income.” 
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“Now we have licked inflation,” or 
“We will have chronic inflation, and a 
little inflation is good for the economy.” 


“We will never have another depression 
like 1929,” or 

“Another depression is just around the 
corner.” 


“Common stock prices are too high,” or 
“Common stock prices are really quite 
low considering their current values.” 


“In fixed-dollar annuities the insurance 
company takes all the risk,” or 
“Inflation destroys all the value of a 
fixed-dollar annuity.” 


“Variable annuities are securities,” or 
“Variable annuities are life insurance.” 


“Variable annuities are not ‘annuities’,” 
or 

“Variable annuities are the only annui- 
ties worthy of the name.” 


Most of these statements are extreme 
on each side. I doubt if any of us can 
foresee the future well enough to justify 
our taking such strong positions. I be- 
lieve that a number of the extreme views 
and much of the misunderstanding with 
respect to variable annuities arise pri- 
marily from the failure to keep in mind 
the very long-time intervals involved in 
annuities and the facts with respect to 
inflation and deflation over such periods. 
We simply are not discussing term insur- 
ance, family income insurance, most of 
ordinary life, or major medical, group life 
insurance or many of the other services 
provided by life insurance companies, 
which are so essential and which are 
affected not at all or only unimportantly 
by inflation. 

The problem of providing financial se- 
curity for retired people is one that 
stretches over a number of decades. These 
include the normal 35 to 45 working years 
of a man’s lifetime, plus the average re- 
tired lifetime after age 65 of some 15 years 


for a man and about 20 to 22 years for his 
wife, assuming she is a couple of years 
younger than he. In trying to solve the 
problem of saving for old age income, it 
is not enough merely to predict whether 
we are going to have inflation in the next 
6 months or 6 years. Let’s put this thought 
in startling perspective; people now retir- 
ing started their working lifetime 2% infla- 
tions and one disastrous depression ago. 
These were the inflations during and after 
each World War and the half inflation of 
the Korean War, plus the Great Depres- 
sion. There has been no time in American 
economic history where there has not been 
at least one substantial inflation during a 
period encompassing the normal working 
and retired lifetime of an individual. And 
for the other side of the coin, there has 
been no time in American economic his- 
tory in which there has not been at least 
one substantial recession or depression 
during the working and retired lifetime of 
an individual. 

I would like also to sound a warning 
against the use of trend-line analysis in 
connection with retirement planning. We 
often hear statements such as, “We have 
suffered inflation at the rate of 3 per cent 
a year ever since the Civil War,” or the 
opening of the Century, or whatever. 
We also frequently hear statements such 
as, “Common stocks have yielded 4.9 per 
cent and have had capital gains of 2.3 
per cent per annum during the first half 
of the 20th Century.” Statistically, such 
statements may be reasonably accurate, 
if allowances are made for imperfections 
in cost of living indexes, common stock 
indexes, and the like. However, the year 
by year and decade by decade fluctua- 
tions, both up and down, in both of these 
indexes place them well away from their 
own long-term trend lines most of the 
time. A retired individual simply does not 
live on a trend line; he lives day by day, 
week by week, and month by month, ac- 
cording to the then existing price level 
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and the resulting purchasing power of his 
retirement income. 

If this reasoning is valid, certain con- 
clusions flow from it. If we are to work 
effectively to provide retirement security 
for Americans, we must make every effort 
to supply adequate purchasing power 
during each year of an individual's retire- 
ment, regardless of which way the Ameri- 
can economy is moving at that time. It 
is probably a good idea to mention once 
again the three basic conclusions reached 
during the course of the economic studies 
in 1950 and 1951 underlying the establish- 
ment of CREF.’ These studies covered a 
70-year period of turbulent economic his- 
tory, 1880 to 1950. These three conclu- 
sions were: 


“(1) It is unwise to commit all of one’s 
retirement savings to dollar obligations, 
since decreases in the purchasing power 
of the dollar can reduce seriously the value 
of a fixed income annuity. Increases in the 
purchasing power of the dollar, on the 
other hand, improve the status of the 
owner of a fixed income annuity. 

“(2) It is equally unwise to commit all 
of one’s retirement savings to equity in- 
vestments, since variations in prices of 
common stocks are much too pronounced 
to permit full reliance on them for the 
stable income needed during retirement. 
Changes in the value of common stocks 
and other equities are by no means per- 
fectly correlated with cost of living 
changes, but they have provided a con- 
siderably better protection against infla- 
tion than have debt obligations. 

“(3) Contributions to a retirement plan 
that are invested partly in debt obligations 
and partly in common stocks through an 
equities fund, providing lifetime unit an- 
nuities, offer promise of supplying retire- 
ment income that is at once reasonably 
free from violent fluctuations in amount 

1 William C. Greenough, A New Approach to 


Retirement Income (TIAA-CREF, 730 Third 
Avenue, New York 17, N.Y.). 


and from serious depreciation through 
price level changes.” 

The experience of the CREF invest- 
ment portfolio, and of common stocks in 
general, has been exceptionally good since 
the start of CREF in 1952. It might be 
claimed that this strengthens the case of 
those who think that 100 per cent of an 
individual’s retirement savings should go 
into variable annuities. On the contrary, 
I believe that it strongly supports the case 
of those who urge the balancing of retire- 
ment income between fixed and variable 
contracts. 

Let us look at a few common stock 
price index figures and price-earnings 
ratios: 


Dow Jones Industrials 
Date Price Index _ Price-Earnings Ratio 
Dec. 31, 
1948 177 7.7 
1952 292 11.8 
1958 584 20.9 
1959 (9-30) 631 17.8 


While this by no means suggests we 
should take fright (or flight) because of 
current levels of common stock prices, it 
also does not suggest we should give up 
our adherence to balance and put all our 
savings into common stocks. 

Historically, common stocks have yield- 
ed from about % to 1% per cent more than 
bonds. Currently, bond yields are about 
1 to 2 per cent higher than yields on 
stocks. It has been said, historically, that 
the differential yield in favor of common 
stocks was a payment for additional risk 
taken by the individual. Are we now to 
use part of this traditional analysis of 
differential yields, to say that investors are 
demanding a differential in favor of bonds 
because of the risks they take when they 
invest in bonds—the speculative danger 
that the purchasing power of the income 
from their bonds, not the amount of dol- 
lars, may deteriorate? I suspect this is a 
part, although not a large one, of the rea- 
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son for the current differential yield in 
favor of bonds. 

The public generally overcompensates 
at any one time. If this is true, we may 
find a curious anomaly. At the present 
time, the purchaser of common stocks must 
expect those stocks, on the average, to 
have a combined capital gain and addi- 
tional yield rate of 1 or 2 per cent or per- 
haps more in their favor in order just to 
equal the record of currently purchased 
bonds. It is by no means impossible that 
the historical relationship could be re- 
versed for a long period of time. If so, the 
effective hedge against increasing living 
costs, inflation, might be obtained from 
the total investment performance of bonds 
instead of from the total performance of 
common stocks. But let us balance that 
thought too—some people expect the Dow 
Jones Industrial Index to break through 
1,000 during the 1960's. 

Since our ultimate objective in develop- 
ing the combined system of TIAA fixed- 
dollar and CREF common stock annui- 
ties is to provide long-term economic 
security during retirement, these various 
facts emphasize the fact that all we can 
be certain of for the future is change. This 
suggests a continuation of the conserva- 
tive middle ground of investment whereby 
the individual is given a reasonable chance 
of security regardless of the direction in 
which the American economy moves dur- 
ing his retirement. 


Full Participation Variable Annuities 


An interesting conceptual matter arises 
in connection with the word “guarantees.” 
The use of “guarantees” has been chang- 
ing in the insurance world, to take account 
of changing conditions. In the various 
group lines, the factors going to make up 
premium rates at any one time are fre- 
quently not guaranteed or, if so, not for 
very long into the future. Specificially in 
the field of annuities, the deposit admin- 
istration funds and then the immediate 


participation guarantee arrangements shift 
from the former concepts of long-term 
guarantees toward a system providing full 
reflection of current performance. 

In variable annuities, two methods are 
in use and proposed, neither of which 
changes in any way the essential aspects 
of the concept. In two of the small special- 
ized companies issuing variable annuities, 
VALIC and EALIC, mortality and ex- 
pense factors are guaranteed, and this is 
appropriate since these are both stock, 
profit-making ventures; in the other, 
PALIC, none of the factors are guaran- 
teed. In the proposed Prudential plan, 
guarantees of mortality and expense fac- 
tors are incorporated; in fact, the New 
Jersey law specifies that the only kind of 
variable annuities that can be written 
under it must contain guarantees. The 
Wisconsin state plans and the Tennessee 
Valley Authority plan contain no guar- 
anteed factors. Some of the trusteed 
plans guarantee the expense and mortality 
factors; others do not make such guaran- 
tees. 

It has been said that with guaranteed 
fixed-dollar annuities, the insurance com- 
pany takes all the risks; with variable an- 
nuities, the individual takes all the risks. 
Actually, with a fixed-dollar annuity, the 
individual takes all of the risk of inflation, 
and with a variable annuity, the individual 
receives the full advantage of good per- 
formance of equity investments by accept- 
ing also the risks of poor performance. 
Likewise, of course, the essential element 
of life annuities is the shifting of the 
mortality risk from the individual to the 
group, which is accomplished in both the 
fixed-dollar and the variable annuity, 
whether with “guarantees” or not. 

Depending on the circumstances, guar- 
antees of mortality and expense items in 
the variable annuity portion may or may 
not be desirable. If guarantees are used, 
something must support the guarantees. 
This support is generally obtained by 
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siphoning off some of the earnings to re- 
serve funds and surplus, instead of paying 
them out to participants in current retire- 
ment income. This may be appropriate in 
group annuities covering heterogeneous 
groups, or in situations where there other- 
wise would be no adequate control over 
expenses. If reasonable mortality assump- 
tions are made, and if the group to be 
covered is very large, the variations in 
mortality experience among the group of 
annuitants will be only an insignificant 
fraction of the variations resulting from 
changes in the performance of the com- 
mon stock portfolio. 

A traditional fixed-dollar annuity guar- 
antees the mortality, interest, and expense 
factors but leaves out the important item 
of purchasing power. In the variable an- 
nuity, the important factor for the indi- 
vidual is his opportunity to participate 
fully in the growth and development of 
the American economy, as reflected in his 
annuity payments. In whatever may be 
done ultimately as to variable annuities, 
there certainly should be provision to issue 
them on a fully participating basis, as well 
as, if desired, on a basis guaranteeing mor- 
tality and expense rates. 

The CREF annuities are fully partici- 
pating. Here a large group of annuitants 
was assured, so that mortality fluctuations, 
as expected, have been insignificant. As 
to expense rates, low expenses in the 
TIAA-CREF situation are practically as- 
sured, and the current total expense 
charges during the premium paying stage, 
described earlier, are obviously exceed- 
ingly modest. While TIAA has no reason 
or desire to charge participants more or 
less than it costs to run CREF, the New 
York State Department of Insurance, un- 
der which both CREF and TIAA operate, 
will not let TIAA overcharge or under- 
charge the CREF participants. 


Predictions of Growth 
A favorite game of economists has come 


to be that of predicting whether it will 
be in the year 1978 or 1984 when the 
United States crosses the $1,000,000,000,- 
000 mark in gross national product. Elec- 
tronic data processing, automation and 
other such advances in handling clerical 
and industrial work, will be among the 
factors almost assuring substantially rising 
per capita standards of living. Population 
predictions show a continually expanding 
market, especially in the younger age 
groups and in the number of persons 
over age 65. 

A great challenge lies ahead for all 
types of retirement savings, of which 
variable annuities are only one. In com- 
bination with fixed-dollar annuities, based 
on an investment portfolio largely of fixed- 
dollar assets such as bonds and mortgages 
and providing good protection during de- 
flation and normal times, the variable 
annuity, based on equity investments, 
broadens the diversification of investments 
for support of old age security, during 
normal times, and also brings in a balanc- 
ing factor of protection against inflation. 

The decade of the 1960s will show 
whether this new development, the vari- 
able annuity, will be used well and in- 
telligently to enhance the retirement 
well-being of many Americans. There is 
a hazard that it might become an “over 
industry”—over-regulated, over-sold, over- 
protected, over-extended. It may be regu- 
lated both at the national and at the state 
level, and both as retirement annuities 
and as securities. It may be sold, and the 
funds may be invested, by all sorts of 
people with all sorts of training. It may 
be forced by law into specific patterns that 
are inappropriate for it. Or its promise 
may be enhanced by intelligent legisla- 
tion, supervision, management, marketing 
and operation. This is going to call for 
real leadership on the part of public 
officials and private enterprise, toward the 
end that variable annuities can serve best 
the retirement security of the segments of 
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the American public that wish to make 
use of them. 


And Back to CREF 


Coming back to the College Retirement 
Equities Fund, its continued development 
would seem to be assured. It is embraced 
by the colleges, universities, foundations, 
scientific and research organizations, and 
educational associations as a significant 
aid in attracting and retaining capable 
academic talent. During the coming 
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years of enormously expanding college 
enrollments and a great talent search for 
teachers, this function of CREF may be- 
come more and more important. As an 
ultimate objective, we see good prospect 
that the combination of a strong fixed- 
dollar annuity provided by TIAA and a 
variable annuity provided by CREF, will 
given each college professor, as he retires, 
the reasonable security to which he should 
be able to look forward after a lifetime of 
service to higher education. 




















THE COMMISSION ON INSURANCE 
TERMINOLOGY 


“Dictionaries do not make the language; 
language makes the dictionaries.” 











The Commission on Insurance Terminology was established in 
1958 by the American Association of University Teachers of In- 
surance for the purpose of introducing, in an evolutionary way, 
greater clarity and exactness in insurance terminology. The spe- 
cific objectives of the Commission are: 


1. To engage in a continuing study of insurance language (words 
and phrases) for the purpose of evaluating the effectiveness 
of the language and recommending improvements where de- 
sirable. 


2. To accumulate and publish a glossary of insurance words and 
phrases on which there is general agreement among prac- 
titioners and educators as to their meaning. 


3. To develop a continuing program of information by which 
writers, editors, insurers, and others will have available more 
accurate and meaningful insurance terminology, and, through 
the art of gentle persuasion and assistance to those who make 
the insurance language, gradually bring some order out of the 
present chaos. 


4. To cooperate with any other groups or individuals seeking 
to attain improvement in insurance terminology. 
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COMMISSION ON INSURANCE TERMINOLOGY: 
A FIRST REPORT 


Davis W. Grecc, Chairman 


The organization of a Commission on 
Insurance Terminology was proposed to 
the Executive Committee of the American 
Association of University Teachers of In- 
surance at its 1958 mid-year meeting. The 
Executive Committee approved the pro- 
posal and its action was ratified by the 
membership in December, 1958. 

The inaugural meeting of the Commis- 
sion on Insurance Terminology was held 
in February, 1959, in New York City. 
Charter members of the Commission 
were: 


*Davis W. Gregg, Chairman; Presi- 
dent, American College of Life Un- 
derwriters 

*Ralph H. Blanchard, Professor Emeri- 
tus, Columbia University 

*E. J. Faulkner, President, Woodmen 
Accident and Life Company 

*]. F. Follmann, Jr., Director, Division 
of Information and Research, Health 
Insurance Association of America 

Alfred N. Guertin, Actuary, American 
Life Convention 

*J. Edward Hedges, Professor of In- 
surance, Indiana University 

*S. S. Huebner, President Emeritus, 
American College of Life Under- 
writers 

*Holgar J. Johnson, President, Institute 
of Life Insurance 

*Harry J. Loman, Dean, American In- 
stitute for Property and Liability 
Underwriters, Inc. 

*Milton W. Mays, Vice President, 
America Fore Group 


Carl E. McDowell, Executive Vice 
President, American Institute of Ma- 
rine Underwriters 

*Dan M. McGill, Executive Director, 
S. S. Huebner Foundation for Insur- 
ance Education 

*James R. Williams, Vice President, 
Health Insurance Institute 

Hubert W. Yount, Vice President, 
Liberty Mutual Insurance Company 


The Commission decided that its broad 
purpose is to introduce, in an evolutionary 
way, greater clarity and exactness in in- 
surance terminology; that it should func- 
tion through committees representing 
various branches or areas of insurance; 
and that the work of the Commission and 
its committees should be financed by the 
A.A.U.T.L., at least in the early stages. 

The organization of two committees, to 
function as pilot groups, was agreed upon. 
E. J. Faulkner, noted student and author 
in the health insurance field and President 
of the Woodmen Accident and Life Com- 
pany, was asked to serve as Chairman of 
the Committee on Health Insurance Ter- 
minology. Members of the Committee 
were appointed in the spring of 1959, and 
the first annual meeting was held in New 
York in December, 1959. The Commit- 
tee’s first report, prepared by Robert W. 
Osler, is published immediately following 
this brief summary of the Commission’s 
activities. 

Also authorized for 1959, was a Com- 
mittee on Pension Terminology. Dr. Dan 


* Executive Committee 
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M. McGill, widely known authority in 
the pension field and Frederick H. Ecker, 
Professor of Insurance at the Wharton 
School of Finance and Commerce, was 
selected as Chairman of this Committee. 
The Committee was at least partially acti- 
vated by the end of 1959 and is expected 
to be in full operation during 1960. 

The Commission agreed, at the outset, 
that little practical value would come 
from its work unless it could gain the full 
support of those who make insurance 
language. Effective communication of 
recommendations regarding insurance lan- 
guage was held to be vital to the success 
of the project. Hence, it was decided 
that the Journal of Insurance should be 
the official communications medium and 
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that there should be a continuing report 
in the Journal. 

Special efforts are to be made to open 
channels of communication with all in- 
surance textbook writers and insurance 
journalists. The Commission will request 
the aid of insurance trade associations in 
urging companies to adopt the proposed 
language changes. The assistance of such 
other groups as the National Association 
of Insurance Commissioners, the Ameri- 
can Management Association, insurance 
buyer and risk manager groups, and the 
like, will be sought. It was further agreed 
that, after several years of activity, the 
Commission may want to give considera- 
tion to the publication of an official glos- 
sary of insurance terms. 














COMMITTEE ON HEALTH INSURANCE 
TERMINOLOGY: A FIRST REPORT 


Rosert W. Oster, Editor 


“Health insurance is the best generic 
term for this branch of insurance,” ac- 
cording to E. J. Faulkner, Chairman of 
the A.A.U.T.I. Committee on Health In- 
surance Terminology. 

The report of the new committee to 
study the language of health insurance, 
goes on to say that the widespread adop- 
tion of this term would lead to much 
better understanding within our business 
and between our business and the public. 
The Committee on Health Insurance Ter- 
minology voted unanimously, at its De- 
cember, 1959 meeting, for this term, in 
contrast to alternative terms, because “It 
is a positive term like life insurance and 
is a logical running mate of life insurance 
since it is concerned with insuring human 
life value risks.” Further, it was pointed 
out that there is a trend towards stand- 
ardization in this direction, as evidenced 
by the names of the major trade associa- 
tions in the field. 

To the extent that it is possible to judge 
the future standing of a contemporary 
action, this decision appears to be his- 
toric—or at least to have a place in history. 
Almost the entire first year of effort of the 
Committee on Health Insurance Termi- 
nology was spent in reaching final agree- 
ment on this term. 

The Committee was organized in the 
spring of 1959, following the charter 
meeting of the Commission on Insurance 
Terminology. Members of the Committee 
under Mr. Faulkner were named as fol- 
lows: 


Ralph H. Blanchard 
George Bugbee 
John Castellucci 

O. D. Dickerson, Jr. 
C. Manton Eddy 
Ardell T. Everett 
Jarvis Farley 

J. F. Follmann, Jr. 
Moses G. Hubbard 
S. S. Huebner 

Jay Ketchum 
Raymond F. Killion 
Dan M. McGill 
John H. Miller 
Wendell A. Milliman 
Robert R. Neal 
Robert W. Osler 

J. Henry Smith 
Armand Sommer 
James E. Stuart 
James R. Williams 


As soon as the Committee was ap- 
pointed, Mr. Faulkner wrote to the mem- 
bers, asking their suggestions on words 
that are important enough to the business, 
to require precise and standardized defi- 
nitions. Approximately 547 words were 
submitted by committee members, many 
with explanations of the reason for sub- 
mission. A list of these words was sent to 
all members of the committee with a re- 
quest for suggestions on procedure in 
handling them. 

There was general agreement among 
committee members that the first decision 
should be on the generic term for the 
entire field, and that only after a decision 
had been reached on that term, should 
others of the submitted ones be consid- 
ered. Consequently, in May, 1959, Chair- 
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man Faulkner conducted an informal, 
mail “poll” of members on their prefer- 
ences for the generic term. 

The poll quickly developed the fact 
that, while the majority of the committee 
members leaned toward “Health” as ge- 
neric, there were some strong dissenters. 
The following opinions, pro and con, 
make interesting reading; they are pre- 
sented here as an example of “things to 
come” as other terms are tackled: 


Life insurance and health insurance are 
teammates and have the same mission with 
respect to the Human Life Value. If 
“health insurance” is to be known as “dis- 
ability insurance,” then “life insurance” 
should also be known in the same way. 
I think this will lead to much confusion. 
My feeling is that we should use the ex- 
pressions “life insurance” and “health in- 
surance” and regard the two as teammates, 
as two protectors against the loss of income 
through personal disability in the realm 
of the three types of economic death. 

- * . 

I was one who died rather hard on the 
name “health insurance.” However, it 
seems to me that this phrase is now so 
generally accepted, including being the 
title of the latest textbook on the subject, 
and the very name of this Association ar- 
rived at three years ago, that I do not feel 
that this descriptive phrase for the entire 
business can be discarded lightly. 

> . > 

I assume that health insurance, in the 
old sense, is still being written and will 
continue to be written; what are we going 
to call it? The term “health insurance” 
has been used over the years to mean a 
definite sort of cover; it is still so used. I 
expect that many insurers are writing 
health-insurance contracts, either on sepa- 
rate forms or in combination with accident 
insurance. Unless I am woefully out of 
date, the health-insurance insuring clauses 
differ considerably from those of the acci- 
dent-insurance part of the contract. Even 
if we should prefer “health insurance,” if 
we were starting from scratch, we must 
consider whether we can exercise suffici- 
ent authority to wipe out past and current 
usage. 

* + >. 


I feel that the logical choice is “health 
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insurance,” since this term parallels life 
insurance and readily embraces both dis- 
ability and medical care insurance. Be- 
cause of our emphasis on disability benefits 
in this company, I have a personal leaning 
toward the term “disability insurance,” but 
when I try to take an objective view, I 
seem to find more arguments in favor of 
the term “health insurance.” 
om . a 


I am strongly opposed to “health insur- 
ance . . . I consider it a complete misnomer. 
. . . Certainly the business is not insuring 
“health.” It is insuring against the eco- 
nomic consequence of accident and sick- 
ness. . . . The uniform provisions are for 
“individual accident and sickness policies.” 
In other words, the trend was all toward 
uniformity in the word “sickness.” I think 
the term would be almost universal now if 
the two new inter-company organizations 
had not decided to use the term “health” 
in their titles. I am very partial to “dis- 
ability income insurance” wherever it is 
usable; however, I do not see how it can 
be used as a generic term for the entire 
business because it does not cover expense 
benefits’ coverages and specified indem- 
nities . . . we should consider “life” and 
“accident and sickness” as one and the 
same, and call them the field of “income 
insurance” as contrasted to the field of 
“property insurance” . . . I don’t go along 
with the argument that “health insurance 
is a positive term.” If it is “positive,” then 
it may detract from the need. My vote is 
for “accident and sickness insurance (or 
sickness and accident)” as a generic term 
for the entire field with “disability income” 
a self-descriptive term for that portion of 
A & S coverages. 


In regard to your question about what to 
call this business, you will not be at all 
surprised when I say that health insurance 
seems to define it in the best possible way. 
You well know the historical use of health 
insurance in government but you also have 
this word used in labor and other circles, 
so already you have a common acceptance 
of this generic term. Secondly, it seems to 
be the term used by all insuring mechan- 
isms in the business and is one that does 
not seem to bother the service plans or 
the independent pians. I am wondering 
whether, even if you wanted to change the 
term, it isn’t too late to do so. I do have a 
prejudice because I think it is a more 
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positive approach and, from a public rela- 
tions standpoint, I like that very well. 
- * * 

I am sure that the conclusion to use the 
word “health” in place of accident and 
sickness was the result of very serious con- 
sideration and discussion and an exchange 
of ideas. I can’t help but feel that we 
should not replace such motivating words 
as “accident and sickness” with the word 
“health.” The use of the word “health” 
may seem to simplify things. One must 
admit, however, that this word cannot have 
proper connotation to the public. In ancient 
China where people paid doctors when 
they were well to keep them well, the use 
of the word “health” would be more ap- 
propriate, but under our American society, 
you buy insurance so that money will be 
there whenever you lose your most precious 
possession as a result of sickness or acci- 
dent. 

* . * 

I feel that the preferred designation of 
the general area is now considered to be 
“health insurance” rather than “disability 
insurance.” This involves both a desire to 
“accentuate the positive” and to emphasize 
the parallel with life insurance. The newer 
associations in the field have adopted this 
terminology and it is hoped that all will 
follow suit. As combined plans become 
more common, the phrase “life and health 
insurance” will certainly fit better than “life 
and disability,” which involves a logical 
discrepancy. There has been no general 
agreement as to the appropriate name to 
designate the line of insurance which pro- 
vides protection against both loss of in- 
come and extra expense occasioned by 
poor health or disability. It has been vari- 
ously referred to as disability, accident and 
health, health and accident, accident and 
sickness, sickness and accident, and health 
insurance. The combination of the terms 
“accident and health” is illogical. It is 
certainly unwise to combine into such a 
correlative concept an unfavorable contin- 
gency, “accident,” and a favorable one, 
“health.” The use of either dual term, 
“accident and health,” or “accident and 
sickness,” is objectionable in that it em- 
phasizes accidental injury and de-empha- 
sizes disease. Yet the latter is far more 
important as a producer of disability. For 
all ages combined, disease produces about 
90 per cent of time lost from disability. 
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The use of the term “accident” is imprecise 
and thus undesirable. An accident is a 
sudden occurrence beyond the control of 
the insured and not predictable in the in- 
dividual instance. No insurance policy 
protects against all accidents, but every 
insurance policy protects against some 
variety of accident. There is no reason, 
other than historic, why policies protecting 
against certain types of accidental bodily 
injury should monopolize the term any 
more than should a policy protecting against 
(say) accidental fire damage. . . . Thus 
logic reduces the choice to the terms 
“health insurance” and “disability insur- 
ance.” The latter has been favored by many 
authors on the grounds that most lines of 
insurance are designated by the nature 
of the unfavorable contingency insured 
against. Fire insurance, theft insurance, 
and liability insurance are illustrations. 
However, proponents of the term “health 
insurance” have pointed out that this is 
by no means true of all lines of insurance. 
In some cases, such as marine, auto, glass, 
power plant, and aviation insurance, the 
line is identified by the type of subject 
matter. In others, such as life insurance, 
fidelity bonding, and perhaps credit and 
title insurance, the favorable event, the 
absence of loss, has given its name to the 
line. Since life and health insurance are 
so closely related and so frequently writ- 
ten by the same companies, it seems better 
to employ the positive term. Over 85 per 
cent of group health insurance and over 
65 per cent of individual health insurance 
is now written by life insurance companies 
and it will become more and more com- 
mon to refer to the pair of lines in a single 
breath. Certainly the phrase “life and 
health insurance” is more logical and more 
evocative of understanding than the phrase 
“life and disability insurance.” The or- 
ganizations in the field, such as the Health 
Insurance Association of America, the 
Health Insurance Council, and the Health 
Insurance Institute, have adopted this ter- 
minology. While the term “health insur- 
ance” has sometimes been used to refer 
only to expense coverage and the term 
“disability insurance” has been used to 
refer to policies protecting against loss of 
income, there is no reason for such a 
dichotomy, particularly as combination poli- 
cies become more generally available. For 
the generic term, either is equally logical. 
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“Health insurance” is a more positive term 
and will probably soon be generally used. 


* * * 


I am inclined to agree with what I be- 
lieve is a preponderance of opinion among 
the members of the committee that the 
term “health insurance” has many advan- 
tages as an all-embracing description of 
our business. The reason, probably, that 
the term “health insurance” has impressed 
us all is the fact that our problems, both 
sociologically and from the industry’s view- 
point, have been the hospital business. . . . 
Terminology, however, despite its long- 
pull necessity to be constructive, in line 
with development and promotion of the 
business, must in no way misrepresent. It 
seems to me that we must give very serious 
thought to a possible misinterpretation if 
the term “health insurance” were univer- 
sally adopted for all accident and health 
business. There is still a huge volume of 
“accident only” policies. . . . All of this 
brief discourse doesn’t mean that we could 
not adopt the term “health insurance” but 
it does present a problem. . . . On the ques- 
tion of a general term to describe our 
business, I would most certainly vote for 
“health insurance.” This is the expression 
which has been adopted by the major trade 
associations in the field and in recent years 
has had very wide use in the public press. 
The other expressions, such as “disability 
insurance,” “accident and health insur- 
ance,” etc., to my mind describe segments 
of the business which are subsidiary to the 
general term “health insurance.”. . . The 
general expressions to describe our busi- 
ness have grown up over the years and 
have been influenced by the elements of 
insurance most prevalent at the time. For 
example, the Uniform Policy Provisions 
Law is described as an “Accident and Sick- 
ness Policy Provisions Law.” When that 
law was drafted, I am sure that most of 
the thinking was aimed at commercial loss 
of time policies inasmuch as hospital, sur- 
gical and medical care coverage, as we 
know them today, were in their infancy. I 
would hope that we might follow Item 3 
of the Statement of Purposes and through 
the art of gentle persuasion and persistence 
to those who make the insurance language 
gradually bring some order to the present 
chaos. The present chaos is amply illus- 
trated by the New York statutes wherein 


are found such expressions as noncancella- 
ble disability insurance, group accident and 
health insurance, individual accident and 
sickness policy provisions, with health in- 
surance recognized in the index with 
suitable cross-references. . . . With health 
insurance as the term generally descriptive 
of our business, we could then think of 
subdivisions such as “hospital expense in- 
surance,” “surgical expense insurance,” 
“medical expense insurance,” “disability in- 
surance,” and “accident medical expense 
insurance.” 
. * * 


The best words to denote the segment 
of the business with which we are con- 
cerned are “health insurance.” I thought 
about this a bit back when the new trade 
association was established and felt that 
we made the right decision in choosing the 
name for it. . . . Examining the alternatives, 
I think the term “disability insurance” is 
not satisfactory for the total concept. The 
word “disability” connotes the state of not 
being able. This is too limited. Health in- 
surance today, and very probably to a 
greater degree in the future, extends be- 
yond disability. We write medical expense 
benefits covering even such items as “well 
baby care” and “preventive health examina- 
tions.” Also, I should imagine that certain 
rehabilitative procedures could be classed 
as a part of health insurance. True, these 
are minor factors, but why limit the generic 
term at all? . . . On the other hand, “dis- 
ability insurance” seems more appropriate 
for a limited branch of health insurance, 
namely, the branch which makes the mat- 
ter of disability—that is, inability to do 
something—the criterion for payment. . . . 
The term “accident and health insurance” 
has very little to recommend it. It seems 
mixed in its polarity; it puts undue em- 
phasis on accident, which is the far lesser 
factor; and it seems to imply that condi- 
tions resulting from accidents are not a 
part of health. I believe that “health” or 
“ill health” would have to include diffi- 
culties arising from accidents. . . . The 
term “accident and sickness insurance” has 
fewer technical objections but it is a lu- 
gubrious term which not many people like. 
Also, it, too, over-stresses the accident 
feature. . . . Therefore, I conclude that 
“health insurance” is best. It is the broad- 
est and yet the simplest term; its meaning 
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is unassailable for the purpose; it is popu- 
larly understandable; and it has a good 
ring. 

om . * 


Interestingly, the mail ballot showed 
11 to 3 in favor of “Health Insurance” 
with four members not voting. “This,” 
wrote Chairman Faulkner to committee 
members, “would seem to settle the issue, 
at least until our first meeting.” 

The first face-to-face meeting of the 
committee was set for December 7, 1959, 
in the New York offices of the Health 
Insurance Association. Meanwhile, the 
Chairman proceeded by processing index 
cards carrying the suggested “problem” 
words and phrases submitted, all com- 
mittee comments on each of them, and, 
in some cases, reproductions of definitions 
that have appeared in print in glossaries 
contained in books on this field of insur- 
ance. 

At the meeting, there was further 
lengthy discussion of “health insurance” as 
the generic term. Those less inclined to 
“health,” pointed out that basically the 
insurance is against loss resulting from 
disability and that “disability insurance” 
is a more exactly descriptive word. The 
counter argument from “health” advocates, 
was that many benefits do not depend on 
the existence of disability and that alter- 
nate suggestions, such as “accident and 
sickness,” are cumbersome. Finally, upon 
motion by Mr. Hubbard, seconded by Mr. 
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Blanchard, it was agreed unanimously that 
“Health Insurance” is the appropriate ge- 
neric term to describe this field of insur- 
ance. 

That was the historic decision of the 
meeting on December 7, the first specific 
decision of the Committee and the Com- 
mission, but. it wasn’t the end of the 
meeting. 

Efforts were made to develop a defini- 
tion of “Health Insurance,” but the com- 
plexities encountered led to a decision 
to defer this until after the formal meet- 
ing. Further, it was decided that the 
Committee should have an Editor, whose 
function would be to work out standard- 
ized definitions for terms which the Com- 
mittee would study. The present Editor 
assumed this responsibility. 

Every effort is to be made, following 
this official publication of the Committee’s 
decision, to communicate effectively with 
the various individuals, companies, asso- 
ciations, and other groups in health insur- 
ance, to encourage the use of the proposed 
generic term. On a personal note, the 
Editor will admit to his initially violent 
negative reaction to “Health Insurance,” 
but also will admit to complete support of 
the Committee’s decision and belief in it, 
now that he has used the term for a trial 
period. It is hoped that all who read this 
first report, will embrace the new term 
and also will support the future decisions 
of the Committee wholeheartedly. Thus 
is language made. 
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THE EQUITABLE LIFE ASSURANCE 
SOCIETY OF THE UNITED STATES. 
By R. Carlyle Buley. Appleton-Century- 
Crofts, Inc., New York, 1959. xviii plus 
262 pages, illustrated. $5.00. 


Reviewer: Neil D. Reznik, University of 
Pennsylvania. 


It is increasingly apparent that insur- 
ance companies will continue to use their 
anniversaries as justification for the pub- 
lishing of histories of their institutions. In 
keeping with this established practice, 
this centennial history of the Equitable 
Life Assurance Society of the United 
States is presented. Since “. . . this volume 

. sketches in broad outline the main 
events .. .” (page xii) it promises that a 
“... larger history . . . is still in progress.” 
(page xii). This is a more scholarly work 
than many company histories and is writ- 
ten in a manner that makes reading it an 
enjoyable experience. This publication by 
The Equitable enables the serious student 
to grasp the organizational and opera- 
tional problems that confront a large life 
insurance company. 

The history of this company is of neces- 
sity interwoven with the history of its 
senior officers. Its founder in 1859, and 
its president from 1874 to 1895, was Henry 
Baldwin Hyde. Without reservation, Mr. 
Hyde devoted most of his business life to 
the advancement of this company. Among 
the initial subscribers to the capital stock 
of the new company was William G. Lam- 
bert. This prosperous merchant was moti- 
vated by the promise that his son, Dr. 
Edward W. Lambert, would be appointed 


medical examiner. Thus the types of 
pressures and tactics which later were to 
plague the future of the Equitable, can 
be observed from the start. 

Henry Baldwin Hyde was not a person 
who could be content to take second place 
in any contest. As a competitor to Mutual 
of New York and New York Life, Mr. 
Hyde piloted his company in such « man- 
ner that before his death in 189%, Equi- 
table was the largest life insurance com- 
pany in the world. In his quest for status 
for the Equitable, the founding father 
was a faithful worshipper at the “shrine of 
surplus,” a builder of buildings, and a 
spreader of Equitable policies to almost 
every corner of the globe. 

Equitabie entered into the new century, 
and its most critical period, under the 
guidance of President James W. Alexander 
and Vice-President James Hazen Hyde, 
(son of the founder). The Society be- 
came a tool for the advancement of the 
personal fortunes of its directors and 
officers. Hyde and associates “. . . partic- 
ipate(d) in numerous syndicate under- 
writing transactions . . .”, (page 107) and 
in one such transaction netted $186,000. 
Although President Alexander shared in 
these profits, “. . . he himself . . . thought 
it questionable for an officer of the Society 
to participate in a syndicate which was 
selling bonds to the Society.” (page 107). 
Other manipulations included: 

“. . » Hyde had become more interested 
in finance than in life insurance.” In 
January 1902, he succeeded in getting the 
capital stock of the American Deposit and 
Loan Company increased from $500,000 
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to $1,000,000 (each stockholder to be en- 
titled to one new share at $150 for each 
share held) but Equitable took only a 
small portion of new shares to which it 
was entitled (665 shares instead of 2,335 
shares). The 1670 shares which Equi- 
table did not take were bought by Hyde, 
by Hyde and William H. MclIntyre as 
trustee, by Hyde’s mother Annie F. Hyde, 
and by members of the Executive Com- 
mittee of the Society. In April, the legis- 
lature, by special act, changed the name 
of the corporation to the Equitable Trust 
Company (A. W. Krech, President) and 
authorized an increase of the capital stock 
to $3,000,000. This time Equitable took 
13,168 shares at $500 per share; next larg- 
est stockholders were James H. Hyde and 
Kuhn, Loeb and Company. The effect of 
this transaction was to raise the book 
value of the shares to $383.33 per share— 
a good arrangement for those who already 
held shares purchased at $150, but repre- 
senting a loss to the Society of $116.66 per 
share. President Alexander had been 
somewhat doubtful as to the advisability 
of these increases in the capital stock of 
this company: 

“It just makes so much more capital to 
pay dividends on’—but weit along with 
Hyde who was in favor of ic. After the last 
reorganization, Equitable kept an average 
of about $10,000,000 on deposit with 
Equitable Trust at 2 per cent interest.” 


In the race to accumulate personal 
power, it was inevitable that the officers 
and directors would be in a contest with 
each other. This is exactly what happened 
when the Board of Directors of the So- 
ciety resolved in 1905 “. . . that a commit- 
tee of seven headed by Henry C. Frick 
... be appointed to investigate and report 
upon the management of the Society.” 
(page 114). Unfavorable publicity fol- 
lowed, which in turn stimulated further 
charges and counter-charges among the 
officers and directors, and contributed di- 
rectly to the famous Armstrong committee 
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investigation. (J. H. Hyde departed to 
France at the close of 1905 for a rest, 
which lasted until his death in 1959). 

Thus entered new figures in the man- 
agement of the Equitable: 


“Neither (Grover) Cleveland nor Mor- 
ton knew much about the business of life 
insurance, but confidence among the policy 
holders of Equitable and the public was 
given a big boost by their appointments.” 


Thereafter, Equitable had a home office 
fire, mutualized, survived the first World 
War and the influenza epidemic, liqui- 
dated its foreign business, and acquired 
a new home office building. 

While Buley gives the reader a more 
than adequate acquaintance with Presi- 
dent Thomas I. Parkinson, (1927-1953), 
the author’s objectivity may seem to some 
to be in direct proportion to the antiquity 
of the events he reports. Undoubtedly, 
the larger history to be published will 
contain added information on this contro- 
versial pilot of the affairs of the Society 
and enable the reader to formulate his 
own conclusions on this era. 


“The new Vice-President (Parkinson) 
was boyish-looking but he had a keen 
mind, was a thorough student of law and 
legislation, and had become well ac- 
quainted with the basic problems in trans- 
portation, agriculture, finance and life in- 
surance.” (page 180) 


Before becoming President, Parkinson 
served ably in the liquidation of policies 
and assets in Austria, Hungary and Ger- 
many, and helped the Equitable devise a 
defense against the lawsuit brought by 
Elizabeth B. Alexander, widow of a former 
president. In 1885, the Finance Commit- 
tee had agreed “. . . to pay an annuity of 
$18,000 to the wife of James W. Alexander 
should she outlive her husband.” (page 
192) Since the Board declined to recog- 
nize this agreement in 1905, and again 
in 1918, Widow Alexander brought suit 
for enforcement. 

President Parkinson declined John D. 
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Rockefeller’s invitation to be president of 
The Equitable Trust Company in 1928; 
and in 1933 he declined President Roose- 
velt’s invitation to be Secretary of the 
Treasury, because 


“, . . it became apparent that the Presi- 
dent-elect was flirting with the idea of 
tinkering with the currency. . . . From that 
date on President Parkinson devoted much 
of his time and talent to telling the people 
of the United States what they were doing 
to themselves moneywise.” (page 207) 

“In a talk before the Cotton Textile In- 
stitute in 1935 he spoke of the error ‘in 
teaching the people to believe that the gov- 
ernment could do for them something that 
they could not do for themselves’ in the 
field of economics and finance, and the 
dangers of overemphasizing security at the 
expense of free enterprise which was be- 
coming ‘bedeviled’ in the process. He said 
that it was the duty of those who carried 
the great responsibility of the administra- 
tion of business interests and the handling 
of people’s money to take a position on 
these matters. . . . Early in 1936 he told 
the New York representatives of the So- 
ciety: “The time has come, even from a 
political point of view, when the wisest 
thing for those of us who conduct the 
government, is to put an end to the experi- 
ments in currency, whether with gold, 
silver, or paper—put an end to them in 
such a way that there can be no further 
question about it—and put currency on a 
definite, stable basis’.” (pages 216-217) 


Parkinson foresaw the recurrence of this 
major life insurance problem in_ this 
decade. 

The criticism of Parkinson began in 
1948, and culminated when New York 
Superintendent of Insurance Bohlinger 
asked the Equitable’s Board “. . . to see 
that Parkinson carried out his written 
statement of intention to retire in Febru- 
ary 1954...” (pages 240-241). Although 
Buley informs the reader that Bohlinger 
“. .. Stated his position in detail . . .”( page 
240), the details are not presented. 

Among the specific criticisms were the 
use of an advertising firm in which Parkin- 
son’s son had an interest; directors receiv- 


ing legal fees from the Society; and “. . . 
payment to Equitable employees by the 
McCarthy Oil and Gas Corporation (to 
which Equitable had made a loan) .. . 
These stories were presented with the 
Hearstman’s usual avid taste for sensa- 
tionalism” page 240, parentheses by 
Buley ) 

The era of alleged favors and nepotism 
has closed; the Society now enters its 
second century of operation with the 
dominant philosophy of service to its poli- 
cyholders. 

Aside from the obvious commemora- 
tive purpose, this volume provides the 
reader with a keen insight into the social 
and economic significance of insurance 
over the past hundred years. The Equi- 
table courageously commissioned an emin- 
ent historian to prepare a summary of 
these 100 years of operations of a great 
life insurance institution and has been 
rewarded with this excellent work. If Mr. 
Buley’s larger history fulfills the promise 
of the preview, it will be another signifi- 
cant source for the student of life insur- 
ance history in the United States. 


PROPERTY INSURANCE. By Robert E. 
Schultz, and Edward C. Bardwell. Rine- 
hart & Company, Inc., New York, 1959. 
468 pages. 


Reviewer: Joseph F. Trosper, Chairman, 
Insurance Department, Southern Method- 
ist University. 


The plan and emphasis of this book 
follow a somewhat different approach 
than the usual college text. The funda- 
mental principles, legal aspects of insur- 
ance, regulation, and underwriting are all 
dealt with in a space of forty pages. The 
remainder of this book is devoted to rate 
making and an analysis of a limited num- 
ber of the most popular policies. 

A chapter titled “The Property Risk,” 
contains an excellent discussion of the sus- 
ceptibility to loss and the hazards asso- 
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ciated with various kinds of property, 
construction, and occupancy. It also dis- 
cusses the use and effect of many public 
and private protective and loss prevention 
devices available in the area of property 
damage from fire, crime and transporta- 
tion. 

In their analysis of contracts, the au- 
thors chose to restrict themselves to fewer 
policies than do most advanced textbooks. 
In each area of insurance they pick the 
most popular contracts and analyze them 
meticulously. To deal wiih the problem 
of differences in rules, rates and forms in 
the various rating jurisdictions, the authors 
discuss each policy as issued in each of 
the three basic territories: the Pacific 
Coast, the Middle Western, and the East- 
ern territories. The thoroughness with 
which these territorial differences are 
treated, indicates that the authors may 
have anticipated an industry market for 
the book as a reference source. 

In the field of fire and allied insurance, 
this text is heavy on the dwelling and farm 
coverages. In addition to the many con- 
ventional and special dwelling forms, the 
1956 Homeowners Policies are discussed 
in some detail. 

An outstanding feature of this text is 
the space (approximately 100 pages) as- 
signed to time element coverages. A full 
chapter is devoted to the nature of the 
business interruption risk and illustrations 
of the procedure for determining the 
amount of insurance required for protec- 
tion. The time element forms are ex- 
plained more thoroughly than in any other 
general text. Since this book came off the 
press, some significant changes in the Two 
Item form covering manufacturing risks, 
appear to be meeting with approval 
throughout the country. 

To round out a general text, chapters 
are included on inland marine, crime and 
multiple-perils coverages. In each of these 
chapters, the authors again pick a limited 
number of the most popular commercial 
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and personal policies and analyze those 
few quite closely. 

Throughout the book, the authors ac- 
company their analysis of each policy with 
a more thorough explanation of the rating 
and premium peculiarities of the particu- 
lar contract discussed, than is found in 
most textbooks. Furthermore, the two 
chapters devoted exclusively to the theory 
and construction of class and schedule 
rates is illustrated more generously, by 
the use of tables and copies of manual 
pages, than any other text on the market. 

This book is well written, abundantly 
illustrated and thorough with respect to 
contract analysis. It is not written in gen- 
eralities. It is ideally suited to the needs 
of an industry program for training agents 
or home office underwriters, where specif- 
ics are important. As is evident by this 
review, it is properly designed for a col- 
lege course covering contracts and is well 
suited to the course which is limited 
strictly to property coverages. 


TAXATION OF LIFE INSURANCE. By 
Bertram Harnett. Prentice-Hall, Inc., 
New York, 1957. 


Reviewer: Victor Gerdes, Professor of 
Insurance, New York University. 


In “Taxation of Life Insurance,” Ber- 
tram Harnett has made a contribution to 
insurance tax literature that merits the at- 
tention of those who have an interest in 
this area. 

The author gives recognition in the 
preface, to those who have “helped me 
weather the various changes in the tax 
laws which for a time outpaced the rate 
of literary production.” Aware of a formid- 
able adversary in tax law changes, he 
has woven together skillfully and effec- 
tively, the more enduring tax principles. 
He has done this in such a way that many 
values will be found in the book even 
though this literary production might 
seem to be a temporary victor, at least 
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from this post-1957 vantage point in time. 

The author divides his subject matter 
into six parts. In the first section, he 
considers what are usually called funda- 
mental principles of life insurance, includ- 
ing the motivating forces in life insurance 
and annuity acquisition, forms of life 
insurance and annuities, dividends, set- 
tlement options, group insurance, and 
insurable interest. The next three parts, 
comprising most of the book, are devoted 
to the three major taxes affecting life 
insurance, estate, gift, and income. There 
are undeniable pedagogical advantages to 
be found in the use of this order. In some 
cases all three taxes have to be con- 
sidered almost simultaneously and, with 
the underlying principles of estate and 
gift taxes out of the way, attention can 
then be focused upon the more intricate, 
and occasionally more difficult, income 
tax. 

Harnett makes liberal and advantageous 
use of historical factors. In tracing the 
battle between the “premium payment” 
test and the “incidents of ownership” test, 
he furnishes the reader with material that 
should help him to cope with many funda- 
mental estate tax revisions that can be 
anticipated. Writing in the manner of an 
attorney, at the start of a new subject, he 
usually outlines general rules and then 
presents their relation to such situations 
as constitute “life insurance and annui- 
ties” for the purpose of the application of 
the outlined tax tests. The tax analyst is 
not satisfied with a life insurance label 
affixed to a fact situation. It is necessary 
to ascertain whether, despite the label, 
this does or does not call for application 
of a general test to determine whether 
there is or is not a type of tax liability. If 
there is such a liability, the next question 
to be considered is, why? The question of 
“how much?” is usually ignored in thaf 
this, quite often, merely requires use of 
formulae or tables. 


This book is far too specific to serve 
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as an insurance textbook, or even as a 
principal collateral one, in most cases. In 
spite of the apparent effort of the author 
to write for the non-lawyer, his use of 
words, undoubtedly dictated by the writ- 
ers own background and experience, 
would seem to make some sections rough 
going for the lay reader. An imbalance 
of general principles or tests, against 
which specific tests or examples are given, 
might even create confusion in the minds 
of those not previously familiar with the 
subject matter. More examples and illus- 
trations would have helped. Nevertheless, 
this reviewer has used successfully many 
sections of this book as assigned reading 
matter. 

In some instances, the economy of 
words has resulted in a somewhat cur- 
tailed treatment of subject matter, for 
example, insurance tax liability in com- 
munity property states. 

The final sections are devoted to 
valuation of life insurance policies and 
annuities and business life insurance. The 
valuation section states the rules to be 
applied for gift, estate, and income tax 
purposes in determining the valuations of 
policies under various circumstances. Suc- 
cinctly stated, little detail is found. The 
final section restates materials which, 
generally, are available elsewhere. 

Space is provided for the purpose of 
insertion of a pocket part so that the book 
can be kept up to date. The publisher has 
informed the reviewer several times that 
it has no plans under way to issue pocket 
parts. This well written and scholarly 
work can be used to its maximum effec- 
tiveness only if an attempt is made to 
keep tax law changes within the sight of 
the reader. 


LIFE INSURANCE. By Dan W. McGill. 
Richard D. Irwin, Inc., Homewood, Illinois 
1959, 847 pages. 


Reviewer: Philip Elkin, Associate Profes- 
sor of Insurance, New York University. 








118 


Although Professor McGill claims in his 
Preface that “no prior knowledge of the 
subject” is presupposed, his interweaving 
of subject matter makes a subtle, interest- 
ing, and complex presentation. For a 
course in Life Insurance which is planned 
to follow a course in Principles of Insur- 
ance, this text is excellent and represents 
a welcome addition to the literature. 

The volume is divided into eight parts 
of various lengths. Over two hundred 
pages are devoted to The Arithmetic of 
Life Insurance. This is the strongest part 
of the book and is the best non-symbolic 
presentation of this aspect of Life Insur- 
ance that has been made available. Of 
course, the absence of symbols is a 
handicap to the generalization of statis- 
tical and mathematical principles. The 
student is expected to achieve an intuitive 
understanding of the intellectual theories 
that impinge on the subject, rather than 
to acquire a demonstrable comprehen- 
sion. 

Almost two hundred pages are given to 
the Legal Aspects of Life Insurance. The 
discussion is excellent, but the reader is 
carried beyond the scope of a basic life 
insurance course. However, there is suffi- 
cient material to eliminate the need for 
a separate text in legal aspects, for an ad- 
vanced life insurance course. This is a 
useful economy for the curriculum that 
has a course in life underwriting that fol- 
lows the semester of life insurance. 

In the part entitled, Types of Contracts: 
Nature and Uses, the author’s interweav- 
ing style is most evident. As stated by 
Professor McGill: “Perhaps the most dis- 
tinctive feature of the book is the inte- 
gration of the subject matter of each 
section with that of all other sections. 
Attention is at all times focused on prin- 
ciples or concepts that are common to 
many aspects of the life insurance mech- 
anism.” This makes for a sophisticated, 
rather than an elementary, discussion of 
life insurance contracts. If the student 
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has had some preliminary exposure to the 
subject, either of business or academic 
nature, this section is lucid and stimulat- 
ing. However, the beginning student may 
find some difficulty in comprehending 
references to the annuity principle of 
computation, in connection with contract 
uses, before he has studied the annuity 
functions. 

The part on Selection, Classification, 
and Treatment of Risks leaves little to be 
desired. In less than seventy-five pages, 
the student is given a broad panorama of 
the problems involved and the efforts of 
the industry to resolve them. Part Seven— 
Special Forms of Life Insurance—covers 
Group Life Insurance and Industrial Life 
Insurance in an adequate and stimulating 
manner. The chapter on Total Disability 
and Accidental Death Benefits is tersely 
adequate. The growing significance of dis- 
ability income considerations could not be 
well-handled in such a few pages. 

As in all texts on Life Insurance, the 
limitation imposed by the space of a 
single volume, forces the author to trun- 
cate many areas of this pervasive subject. 
The parts on programming, economic 
bases, and institutional aspects receive 
rather summary treatment. Institutional 
aspects are restricted to one chapter on 
regulation. There is no discussion of com- 
pany operations, of investment portfolio, 
organization, or marketing. The impact of 
the life insurance institution on the econ- 
omy is not considered, but perhaps this 
subject is best relegated to the Principles 
of Insurance course. 

Professor McGill again has made a 
major contribution to the literature of the 
insurance discipline. This volume is 
worthy of collegiate-level instruction. 
Over-simplification of intellectual con- 
cepts has been avoided successfully. This 
volume puts the burden of elucidation of 
the important ideas on the classroom dis- 
cussion. This is a refreshing development 
in the insurance text field. 
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LIFE INSURANCE AGENCY FINAN- 
CIAL MANAGEMENT. By Wallis Boi- 
leau, Jr., Armand C. Stalnaker, and 
Thomas J. Luck. Richard D. Irwin, Inc., 
Homewood, Illinois, 1958. 294 pages. 


Reviewer: Frank J. Schwentker, Julian 
Price Lecturer in Life Insurance, Uni- 
versity of North Carolina. 


This book was written to fit into the 
C.L.U. Management Education Program 
offered by the American College of Life 
Underwriters and to fill a long felt need 
for a text dealing with the underlying 
principles of agency financial manage- 
ment. There is no question that this sub- 
ject should be included in any sound 
program of management education for life 
insurance agency work. It is equally im- 
portant that any active general agent or 
manager have some understanding of the 
principles involved in this study if he is 
to operate his agency intelligently and 
at a profit. Furthermore, since agency 
costs constitute as much as 70 per cent 
of the total expenses of a life insurance 
company, agency department officials 
must be alert particularly to the expenses 
incurred in agency operations, if costs to 
policyholders are to be held to a reason- 
able figure. 

The main functions performed by a life 
insurance agency are the sale of new busi- 
ness and the servicing of old business al- 
ready on the books. Since most of the 
space and facilities in an agency office, 
as well as the personnel, are utilized to 
varying degrees in performing both func- 
tions, the average agency head has only 
the vaguest notion of the relative cost of 
each. Furthermore, since a_ substantial 
part of the compensation received by a 
general agent is deferred over many years 
in the future and will vary widely, often 
it is very difficult to determine whether 
the agency is being operated at a profit or 
a loss. As a consequence, the impact of 
unsound financial practices may be ob- 
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scured and not show up for many years 
in the future. 

The purpose of this book is to discuss 
the tools and the more important tech- 
niques for financial administration and 
control, as well as the basic principles of 
sound business management, as they ap- 
ply to a life insurance agency. As defined 
by the authors in Chapter I, financial 
management has to do with “those aspects 
of the management of the agency that 
involve primarily attention to the effec- 
tive handling of the capital investment in 
the agency, the income and expenses of 
the agency, and the effective utilization of 
clerical staff, office space, and equipment 
to the end that these aspects of the opera- 
tions of the agency may make their maxi- 
mum contribution to the sales, services, 
and profit objectives of the operation.” 
A proper application of these tools and 
techniques will enable the agency head 
to make a functional allocation of costs 
between new and old business and to de- 
termine with reasonable accuracy, the 
potential profit or loss that may exist in a 
given block of new business. 

The book is divided into four parts, 
with Part I describing the different types 
of agencies found in the life insurance 
business. It also explains the more im- 
portant accounting and statistical tools, 
and principles of control, which are essen- 
tial for sound financial management. 
Part II discusses agency expenses as they 
affect the company, principles of agency 
financial planning, and typical provisions 
of general agent’s and manager's con- 
tracts. Part III, which the authors admit 
is the heart of the book, covers such sub- 
jects as agency operating expenses, cur- 
rent income or net profit, proper use of 
the monthly income and expenses state- 
ment within the agency, expense analysis 
in the agency, what an agent is worth, 
principles of agent’s compensation, the 
value of a supervisor, budgeting, and 
planning capital acquisitions. Part IV then 
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discusses cost considerations in some of 
the new activities now handled by many 
agencies, such as group insurance, health 
insurance, and brokerage operations. 

On the whole, the authors have done 
an excellent job in handling a complex 
and technically difficult subject. The com- 
plexity arises from the fact that the gen- 
eral agent’s and manager’s contracts are 
not alike in any two companies. Hence, 
the discussion must be restricted to prin- 
ciples, with pertinent suggestions as to 
the manner in which these principles 
should be applied. It also includes illus- 
trations of the type of calculations re- 
quired to produce the necessary informa- 
tion about the financial operations of the 
agency. An individual general agent or 
manager will have to interpret and apply 
these principles and techniques in accord- 
ance with the provisions of his own 
contract and the many variables which 
exist in his own agency situation. This 
process may be somewhat difficult for 
many agency heads who have had no 
previous experience working with the sug- 
gested tools, techniques and principles. 
The technical difficulty arises first from 
the complications inherent in the defer- 
red nature of a general agent’s compensa- 
tion. It is further affected by the differing 
impact of such variables as the persistency 
of business, average size policy, average 
size premium, collection costs, production 
of agents, and other factors that have an 
important bearing in determining the 
break-even point for an agency, or the 
potential profit or loss from its over-all 
operations. 

In developing a new agency or expand- 
ing an established agency, a substantial 
investment must be made by the agency 
head. This investment must come either 
out of his own funds, or from funds 
loaned or supplied by the company, or 
borrowed from a bank. Whether this in- 
vestment will bring a satisfactory return 
depends on many interrelated factors and 
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is not an easy matter to determine. It is 
all too easy to undertake commitments for 
recurrent expenses in the belief that a 
profit will result, when actually just the 
reverse may be true. 

What does it cost to collect premiums 
and provide the necessary service on busi- 
ness already on the books? Are these costs 
less than the overriding commissions or 
collection fees earned on this business? Is 
the new business of such a type that ulti- 
mately it will generate a profit or a loss 
for the agency? What does it cost to 
induct, train, and supervise a new agent? 
Is the potential income from the produc- 
tion of an established agent greater than 
the cost of furnishing office space, tele- 
phone, secretarial service, proper super- 
vision, and other necessary services to that 
agent? In other words, is the agent con- 
tributing to present or potential profit of 
the general agent or is his continuance 
under contract resulting in a loss to the 
agency? Are the costs incurred in em- 
ploying a supervisor, adding to or detract- 
ing from potential agency profits, and at 
what point would it pay to add an addi- 
tional supervisor? 

The answers to these and many similar 
questions must be determined with rea- 
sonable accuracy by any agency head if 
he is to exercise sound financial manage- 
ment in his agency. The greater part of 
this book is devoted to an explanation of 
the necessary records, techniques and 
calculations needed to obtain an answer 
to such questions. 


In a branch office company, most or 
all of the costs of agency operation are 
paid directly by the company and the 
manager is compensated by a basic 
salary plus certain bonuses. These bonuses 
may be based on such variables as pro- 
duction, persistency of business, savings 
in expense resulting from efficient opera- 
tion of the agency, organization building, 
personal production, or other significant 
factors. Most of the analysis and illustra- 
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tive calculations in Part III, however, 
apply to a general agency and are based 
on contract provisions of a typical general 
agent’s contract, operating within the 
limits of the New York expense limitation 
law. It is shown how a general agent can 
calculate the potential return under his 
general agency contract. 

No comparable analysis is given to 
show how a manager might estimate the 
return under his managerial contract. Fur- 
thermore, no attention is paid to the 
manner in which a company might deter- 
mine what base salary it could afford to 
pay in a manager’s contract, or the con- 
siderations that would be involved in 
deciding the amount and type of any 
bonuses which were to be incorporated 
in the contract. It is true that many of 
the same principles and techniques would 
apply, but for the new manager or agency 
department official, who is working with 
such matters for the first time, specific 
illustrations along these lines would have 
increased the over-all value of this book. 
In several instances, illustrations would 
have been easier to follow if intermediate 
steps in the calculation had been shown, 
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rather than confining the discussion to the 
end result. 

Again, it is regretted. that this text did 
not illustrate in more detail the procedure 
to be used to determine the net value of 
an agent. The fact that so many agents 
are continued under contract just because 
they are producing some business, when 
actually they are causing a loss to the 
agency, indicates that most general agents 
and managers are unable to determine 
precisely which agents fall in this cate- 
gory. 

Portions of this book are not easy read- 
ing, but for the general agent or man- 
ager who will persist in careful study and 
gain an understanding of the principles 
involved, the results will be most reward- 
ing. For the first time, it will enable him 
to determine, with reasonable accuracy, 
the direction in which he is heading and 
the eventual profits he may anticipate. 
Even more important, this knowledge will 
enable him to decide intelligently what 
he can or can not do and what corrective 
steps should be taken to attain the objec- 
tive he has set as his goal. 








ASSOCIATION BUSINESS 


Minutes of the Meeting of the Executive Committee of The American Association 
of University Teachers of Insurance 


Washington, D.C., December 27, 1959 


Attending were Bickley, Black, Kellogg, Stieglitz, Haskell, Tros- Attending 
per, Gregg, Herrick, McGill, Beadles, and Hedges. A motion to 
dispense with the reading of the minutes of the previous meeting 
of the Executive Committee, which had been distributed previously, 
was seconded and carried. 


The Treasurer submitted his report of income and expenditures Treasurer's 

for the year 1959. It was noted that the general income budgeted Report 
for 1959 and the general expenses for 1959, were in close harmony. 
The income from the Journal was down appreciably from that which 
was budgeted, due primarily to the fact that three, instead of four, 
issues of the Journal were put out in 1959. General operating ex- 
penses for 1959 were less than the amount budgeted for 1959, 
primarily because the Commission on Insurance Terminology used 
only a very small portion of the amount budgeted for its work. 
Journal expenses were also less than the amount budgeted, because 
only three issues of the Journal were paid for, instead of four. 


The 1960 budget was examined carefully and some changes 
were made. The 1960 budget assumes that six issues of the Journal 
will be paid for during 1960. Since publication of the Journal is 
the most expensive function of the Association, the 1960 budget 
reflects a great increase over that for 1959. General income for 
1960 will be about what it was in 1959, but Journal income for 
1960 will be close to $18,000. General expenses for 1960 will be 
greater than in 1959, due primarily to increases in the secretarial 
and clerical costs of the Association, the budget for research, and 
the budget for the Commission on Insurance Terminology. Journal 
expenses reflect the anticipated increase in the number of Journals 
paid for in 1960. Total anticipated income for 1960 is $25,120 with 
total expenses of $27,325, producing an anticipated deficit of $2,205. 
The budget as amended was approved by the Executive Committee. 


The institutional membership campaign is underway. Letters Institutional 
were sent to 560 companies in mid-December. In many cases, these Membership 
letters were sent on a first-name basis and were signed by a mem- 
ber of Chairman Faulkner’s committee. The expectation is that the 
drive will produce a substantial number of institutional members. 

It was decided that institutional members will be listed in each issue 
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of the Journal, and that institutional members will receive a sub- 
scription to the Journal. It was moved, seconded, and passed “that 
the income from the institutional memberships shall be allocated 
exclusively to payment of Journal expenses until such time as the 
College Life subsidy is no longer necessary.” 


This Committee had a great deal of success, in that a number 
of its suggestions on occupational classifications were accepted. It 
was stressed that this Committee needs to plan its activities well 
in advance, in order to work effectively with the Bureau of the 
Census. A sum of $250 was recommended for the Committee’s 
operation during the year 1960. 


The Local Arrangements Chairman reported that all was in 
readiness for the meetings. It was announced that the 1960 meet- 
ings would be held in St. Louis, at the Ambassador-Kingsway Hotel, 
on December 28 and 29. Art Mason is the Local Arrangements 
Chairman for that meeting. The Executive Committee will meet 
on December 27, 1960. 


It was the recommendation of the Elizur Wright Award Com- 
mittee that no award be made this year. This recommendation was 
accepted by the Executive Committee. The feeling was that an 
award should be made only when there is a publication that the 
Award Committee can endorse with enthusiasm. 


It was agreed that the Summer Fellowship program should be 
continued. A committee which has been studying the operation 
of this program, found that some Fellows had been abusing the 
program. Therefore it was recommended that a screening com- 
mittee of AAUTI members be established for the purpose of ap- 
proving or disapproving applications, before submitting applica- 
tions to the participating companies. The President was given 
authority to work out the details with the chairman of the Summer 
Fellowship Coordinating Committee. The Executive Committee also 
adopted the following recommendations: 


(1) General fellowships should be limited to two: one in life 
insurance and one in the non-life field. Thereafter an applicant shall 
be ineligible for a general fellowship for a period of five years. 


(2) A number of specialized fellowships should be awarded, 
based upon the merit of the project, qualifications of the applicant, 
and cooperation of the participating companies. 


(3) Fellows should be required to submit a written report on 
their fellowship, to the Fellowship Committee, with a copy to the 
company involved. 


(4) Any papers developed out of specialized fellowships must 
be submitted to the Journal of Insurance for possible publication. 
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(5) $200 was authorized to help support the administration of 
the Fellowship program. 


It was noted that both the Association of Casualty and Surety 
Companies and the Health Insurance Institute have withdrawn from 
the program and that the National Board of Fire Underwriters has 
expressed some reservations about the program. 


This Committee has been working with the Institute of Life 
Insurance with the idea of improving that organization’s kit of 
specimen policies. 


This Committee is working with the American Society of Insur- 
ance Management in developing a suitable program. 


The Editor reported that the second issue of the Journal for the 
year 1959, will be out in January and that numbers 3 and 4 will 
follow shortly thereafter. The new Editor is to be responsible for 
all issues published after January 1, 1960 although the former 
editor’s name will be on issues 2, 3, and 4 of 1959, and it is ex- 
pected that he will do the bulk of the work on these issues. The 
Executive Committee reaffirmed its conviction that the honorarium 
for the Editor should be set at $2,000 a year. 


Due to delay in publication of the Journal, this Committee de- 
cided that it would be inappropriate to start a promotion project in 
1959. The Committee will continue to function and hopes to launch 
a program during 1960. 


In addition to the $1,000 general grant which the National Asso- 
ciation of Independent Insurers has made, that organization has 
agreed to make $1,000 available for awards to be given to contrib- 
utors to the Journal of Insurance each year. These awards will be 
designated as the NAII Journal of Insurance Awards. A committee 
will be appointed by the President to work out the details and to 
select the recipients. One member of this committee will be a 
representative of NAII who is also a Member of this Association. 


The Million Dollar Round Table has not made a commitment 
with regard to financing case studies. The project is still under con- 
sideration. 


This group made substantial progress during the year. A Health 
Insurance Committee was formed and had a face-to-face meeting. 
Also a Pension Committee has been organized. The Commission and 
its Health Insurance Committee believe it will be necessary to 
have a paid Editor and also that it will be necessary to increase 
the total budget. The Executive Committee agreed to appropriate 
$2,500 for the Insurance Terminology Commission and to recom- 
mend that the membership approve spending a part of this sum 
for an Editor. It was suggested that the Commission give serious 
consideration to creating a committee in the non-life field. 
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Association Business 


The Research bibliography is in the hands of the Editor and 
will be published in the Journal. To keep this work up-to-date, it 
was agreed to publish additional research projects annually, as an 
addenda. 


Only two requests were received for research grants and the 
Research Committee decided not to make any grant this year. It 
was agreed that any funds, not expended by the Research Com- 
mittee in a given year, should be carried over to the following year. 
This means that the budget for 1960 will be $2,000. It was empha- 
sized that more publicity is needed with regard to research grants 
and that this Committee should begin its activities early in the year. 


This Committee concluded that formation of a national insur- 
ance fraternity should not be encouraged at this time. 


This Committee reported progress and asked that it be con- 
tinued in 1960. 


After considerable discussion, it was agreed that the Editor 
should include the biographical material on each member in an 
issue of the Journal, if this can be done at reasonable cost; other- 
wise he is to seek further instructions from the Executive Com- 
mittee. 

The survey indicated that there are some 700 teachers of insur- 
ance outside of the United States. This roster will be published 
soon. 


The Proceedings of the International Insurance Conference will 
be published within the next few weeks. 


The New York Life Insurance Company made a grant to the 
Association in the amount of $2,500. 


It was agreed that the President is to appoint a committee to 
consider making a suitable award to each outgoing officer of the 
Association. 


KENNETH W. HERRICK, 
Secretary-Treasurer 
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Treasurer's Report 


December 31, 1959 


es Come aes Gemeee Pemeeeer BE. OGG. wu i cece ccnveccvasewcwccece $16,019.18 
RECEIPTS: 
I ree Pa Lad, Ui chw tse sdekbiers sees $5 ,323.50 
i a ad Seige b winless awe 780.28 
eS ra Nn kd selene daw 44d Vasc ee eed eue's 1 ,083 .00 
Gifts: 
College Life Insurance Company of America (a)........ $1,870.28 
New York Life Insurance Company................... 2,500.00 
National Association of Independent Insurers.......... 1,000.00 
Annual Meeting Dinner (1958) (b).................... 600.00 
—_——- 5,970.28 
Convention rebate (1958) (c)...............cc cece ee eees 225.91 
et a od iu os wu ons ced es cows 39.15 
Interest on savings accounts. ...................0-e0ee 466 .39 
NGS Car uR er oaks ks le + scne ec ecleus 13,888.51 
NN ois eran <a dtr nsceevuewensecs $29 ,907 .69 
EXPENDITURES: 
ea cs Can icin sa Wi ma necep SANG WEN $5,797.95 
er cs 3. an a dp ee seat Cad 1,593.23 
I MRI ss Sos as sce cs ececscicededseauc’s 475.86 
ES SS Es ee 650 . 63 
NN wee oWanmeun 1,073.31 
I WII, cg 5 ac pe wk ccc cnc ccnccceenes : 69.65 
ONT Sao. 319 rt Ware BGK bw ois 09 wie Wik bn eB a Be OddS 549.28 
Ne or te se US wae atbaes 132.50 
RS toa aoc cig ghh's's « Gdn 0 6 050 wae a v.0's 0 93.75 
Annual Meeting Dinner (1958) (b)....................0. 750.00 
eee ia etic anrsl wns pm0)0-4.0 40.00. 00'94.40.0 129.56 
Committee and Commission expenses: 
awe wcbecb Wnt ea $1,000.00 
Elisur Wright Award (1958) (d)...................... 500.00 
ee oy slddnad co bw enbiely 270.30 
NN SEEDS TEETER EE CETTE 258 .02 
2,028.32 
SRA DESL IIA LE OE OEE LO Pe 13,344.04 
Balance, Cash on Hand in checking account and insured 
Savings and Loan Associations December 31, 1959..................ccceeecceeees $16 563.65 
(1959 receipts exceeded expenditures by $544.47) es 


(a) Journal subsidy. 

(b) Balance of the dinner cost was received in 1958 gifts. 

(ce) Our share of net convention receipts based upon number of A. A. U. T. I. registrations. 
(d) Grant for this amount was received in 1958. 
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1960 INSTITUTIONAL MEMBERS * 


of The American Association of University Teachers of Insurance 


Aetna Insurance Company 

America Fore Loyalty Group 

American Credit Indemnity Company of New 
York 

American Health Insurance Corporation 

The American Insurance Company 

The American Mutual Insurance Alliance+ 

American United Life Insurance Company 

Amicable Life Insurance Company 

Austin Life Insurance Company 

Bankers Life Company 

Bankers Life Insurance Company of Nebraska 

Berkshire Life Insurance Company 

Business Men’s Assurance Company of 
America 

Capital Mutual Insurance Company 

Cal-Farm Insurance Companies 

California-Western States Life Insurance 
Company 

Carolina Home Life Insurance Company 

Century Life Insurance Company 

Combined Insurance Company of America 

Continental Casualty Company 

Crum and Forster 

The Dominion Life Assurance Company 

Durham Life Insurance Company 

Empire Life and Accident Insurance Com- 
pany 

Employers Reinsurance Corporation 

Equitable Life Assurance Society of the 
United States 

Equitable Life Insurance Company of Iowa 

Farm Bureau Life Insurance Company 

Farm Bureau Life Insurance Company of 
Michigan 

Federal Life and Casualty Company 

Federal Life Insurance Company 


* Institutional membership is available to any 
organization which is interested in supporting the 
program of the Association. Dues for Institutional 
Members are $50 a year. 

+ This Association membership is taken out on 
behalf of its member companies and represents 
the equivalent of 30 separate Institutional Mem- 
bers. 


Fidelity and Deposit Company of Maryland 

Fireman’s Fund Insurance Company 

The Franklin Life Insurance Company 

General American Life Insurance Company 

General Reinsurance Corporation 

Glens Falls Insurance Company 

Government Employees Insurance Company 

Great American Reserve Insurance Company 

Great National Life Insurance Company 

The Great-West Life Assurance Company 

Guarantee Mutual Life Company 

John Hancock Mutual Life Insurance Com- 
pany 

Homesteaders Life Company 

Independent Life and Accident Insurance 
Company 

Indianapolis Life Insurance Company 

Jefferson National Life Insurance Company 

Jefferson Standard Life Insurance Company 

Kansas City Life Insurance Company 

Kansas Farm Life Insurance Company 

Kentucky Central Life and Accident Insur- 
ance 

Knights Life Insurance Company of America 

Lamar Life Insurance Company 

Liberty National Life Insurance Company 

Life and Casualty Insurance Company of 
Tennessee 

Life Insurance Company of Georgia 

The Life Insurance Company of Virginia 

Lincoln Liberty Life Insurance Company 

The Manhattan Life Insurance Company 

The Manufacturers Life Insurance Company 

Maryland Casualty Company 

Metropolitan Life Insurance Company 

MFA Mutual Insurance Company 

The Minnesota Mutual Life Insurance Com- 
pany 

Mutual Benefit Life Insurance Company 

The Mutual Life Insurance Company of New 
York 

National Burial Insurance Company 

National Fidelity Life Insurance Company 

National Life and Accident Insurance Com- 


pany 
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National Life Insurance Company 

National Reserve Life Insurance Company 

Nationwide Insurance 

New York Life Insurance Company 

North America Company for Life, Accident 
and Health 

North American Reassurance Company 

North Carolina Mutual Life Insurance Com- 


pany 

The Northwestern Mutual Life Insurance 
Company 

Northwestern National Life Insurance Com- 


pany 
Ohio Farmers Life Insurance Company 
Ohio National Life Insurance Company 
Pacific Mutual Life Insurance Company 
Pan-American Life Insurance Company 
The Penn Mutual Life Insurance Company 
Phoenix Assurance Company of New York 
Phoenix of Hartford Insurance Companies 
Progressive Life Insurance Company 
Providence Washington Insurance Company 
Provident Life and Accident Insurance Com- 


pany 
Provident Mutual Life Insurance Company of 
Philadelphia 
Prudential Insurance Company of America 
Prudential Insurance Company of Great 
Britain 
Republic National Life Insurance Company 
Paul Revere Life Insurance Company 
Royal-Globe Insurance Group 
St. Paul Fire and Marine Insurance Company 
Security Benefit Life Insurance Company 


Security Life and Accident Company 

Security Life and Trust Company 

Security Mutual Life Insurance Company, 
New York 

Security Mutual Life Insurance Company, 
Nebraska 

Service Fire Insurance Company 

Southern Farm Bureau Life Insurance Com- 


pany 

Southwestern Life Insurance Company 

Standard Accident Insurance Company 

Standard Insurance Company 

Standard Life of Indiana 

State Farm Life Insurance Company 

State Life Insurance Company 

Sun Life Insurance Company of America 

Teachers Insurance and Annuity Association 
of America 

Time Insurance Company 

Travelers Insurance Company 

Union Mutual Life Insurance Company 

United Benefit Life Insurance Company 

United Pacific Insurance Company 

United States Fidelity and Guaranty Com- 
pany 

West Coast Life Insurance Company 

The Western and Southern Life Insurance 
Company 

Western States Life Insurance Company 

Wisconsin Life Insurance Company 

Woodmen Accident and Life Company 

World Insurance Company 

Zurich Life Insurance Company 























Announcing 


The N.A.I.I. Journal of Insurance Awards 


The American Association of University Teachers of Insurance is pleased 
to announce that the National Association of Independent Insurers has 
made a grant of $1,000, to be used for making cash awards to the authors 
of those feature articles and book reviews which are judged to be most 
outstanding in the four issues of Volume XXVII of The Journal of Insurance. 


A special committee has been appointed to draw up the regulations under 
which THE N.A.LI. JOURNAL OF INSURANCE AWARDS are to be 
made. The same committee will select the award winners from the four 
numbers making up Volume XXVII, the March, June, September and 
December, 1960 issues. 

According to present plans, the grant for THE N.A.I.I. JOURNAL OF 
INSURANCE AWARDS is a continuing one which will be available to 
authors of articles and book reviews in future volumes. 
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Committee Appointments for 1960 


Budget and Finance Committee 


Joseph F. Trosper, Southern Methodist University, Chairman 
Wm. T. Beadles, Illinois Wesleyan University 

Davis W. Gregg, American College of Life Underwriters 
Kenneth W. Herrick, Texas Christian University 

J. Edward Hedges, Indiana University 


Committee on Census Occupational and Industrial Classification 





Theodore Bakerman, Duquesne University, Chairman 

John F, Adams, Temple University 

William A. Alrich, The Spectator, Chilton Company 

William B. Buckman, Association of Casualty and Surety Companies 
Davis W. Gregg, American College of Life Underwriters 

George D. Haskell, American Mutual Insurance Alliance 

Virginia Holran, Institute of Life Insurance 

Chester M. Kellogg, Alfred M. Best Company, Inc. 

Milton W. Mays, America Fore Group 

William H. Wandel, Nationwide Insurance Companies 


Elizur Wright Award Advisory Committee 


Robert I. Mehr, University of Illinois, Chairman | 
Philip Elkin, New York University, ex officio 

Dorrance Bronson, The Wyatt Company 

Malvin E. Davis, Metropolitan Life Insurance Company 

Alfred N. Guertin, American Life Convention 

Dan M. McGill, University of Pennsylvania 

Robert Osler, Underwriters National Assurance Company 

William H. Rodda, Transportation Insurance Rating Bureau 


Executive Committee 


J. Edward Hedges, Indiana University 

John F. Adams, Temple University, ex officio 

Wm. T. Beadles, Illinois Wesleyan University, ex officio 
Dan M. McGill, University of Pennsylvania, ex officio 
John S, Bickley, The University of Texas 

Kenneth Black, Jr., Georgia State College 

Davis W. Gregg, American College of Life Underwriters 
George D. Haskell, American Mutual Insurance Alliance 
Chester M. Kellogg, Alfred M. Best Company 

Robert P. Stieglitz, New York Life Insurance Company 
C. Arthur Williams, Jr., University of Minnesota 

Joseph F. Trosper, Southern Methodist University 


Committee on Incorporation and Change of Name 


Laurence Ackerman, University of Connecticut, Chairman 
Richard M. Heins, Pavone a | of Wisconsin 
John Hall, Georgia State College of Business Administration 


Committee on Institutional Membership 


E. J. Faulkner, Woodmen Life and Accident Company, Chairman 
Garnett Cannon, Standard Insurance Company 
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Roger Kenney, United States Investor 

Walter Menge, Lincoln National Life Insurance Company 
J. W. Scherr, Jr., Inter-Ocean Insurance Company 

C. Henry Austin, Standard Oil Company of Indiana 
Milton Mays, America Fore Group 

Travis Wallace, Great American of Dallas 

Dudley Dowell, New York Life Insurance Company 
Howard Hutchinson, Nationwide Life Insurance Company 


Committee on Insurance Management Courses 


H. Wayne Snider, University of Pennsylvania, Chairman 

James L. Athearn, University of Florida 

Kenneth Black, Jr., Georgia State College of Business Administration 
Richard M. Heins, University of Wisconsin 

John D. Long, Indiana University 


Committee on Insurance Teaching Aids 


H. J. Zoffer, University of Pittsburgh, Chairman 

Emerson Cammack, University of Illinois 

Donald R. Childress, University of Oklahoma 

Robert Cline, University of Florida 

Warner Danforth, Boston Universi 

John Hall, Georgia State College of Business Administration 
David A. Ivry, University of Connecticut 

Acis Jenkinson, III, Insurance Company of North America 
Donald L. MacDonald, University of Michigan 

Harlan Miller, Institute of Life Insurance 


Journal of Insurance Editorial Board 


John S. Bickley, The University of Texas, Chairman 
Davis W. Gregg, American College of Life Underwriters 
David B. Houston, University of California at Los Angeles 
Ingolf H. E. Otto, General Agent, Kansas City, Mo. 
Michael T. Wermel, California Institute of Technology 


Journal of Insurance Editorial Staff 
Wm. T. Beadles, Illinois Wesleyan University, Editor 
Mark R. Greene, The University of Oregon, Administrative Editor 
Philip Elkin, New York University, Book Review Editor 
William A. Berridge, Metropolitan Life Insurance Company, Assistant Editor 
O. D. Dickerson, Florida State University, Assistant Editor 
Victor Gerdes, New York University, Assistant Editor 
Grant Osborn, Arizona State College, Assistant Editor 
C. Arthur Williams, Ir, University of Minnesota, Assistant Editor 
Edward B. Larson, Illinois Wesleyan University, Business Manager 


Journal Promotion Committee 


John Burkhart, College Life Insurance Company of America, Chairman 
Wm. T. Beadles, Illinois Wesleyan University, ex officio 

Edward B. Larson, Illinois Wesleyan University, ex officio 

Arthur Mason, Jr., Washington University 

Paul A. Norton, New York Life Insurance Company 


Local Arrangements Committee 


Arthur Mason, Jr., Washington University, Chairman 
Robert Bray, University of Missouri 

William Evans, General American Life Insurance Company 
Jerry Rooke, Southern Illinois University 


Membership Committee 


Nestor Roos, University of Arizona, Chairman 
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Lewis W. A. Chapman, Life Insurance Agency Management Association 
Edward E. Evans, Edward E. Evans & Company 

Victor Gerdes, New York University 

William Harmelin, Continental Assurance Company 

Acis Jenkinson III, Insurance Company of North America 

Paul A. Norton, New York Life Insurance Company 

Grant M. Osborn, Arizona State College 

Donald Scoles, University of Southern California 

Eber Spence, Indianapolis, Indiana 

Robert W. Strain, Texas State Board of Insurance 


Committee on N.A.LI. Journal of Insurance Awards 


John S. Bickley, The University of Texas, Chairman 

Wm. T. Beadles, Illinois Wesleyan University, ex officio 
Kenneth Black, Jr., Georgia State College 

Robert I. Mehr, University of Illinois 

Bob Oelberg, National Association of Independent Insurers 
And the Journal Editorial Board 


Nominations Committee 


Dan M. McGill, University of Pennsylvania, Chairman 
William Beadles, Illinois Wesleyan University 
Charles C. Center, University of Wisconsin 


Committee to Prepare Dossier on AAUTI Members 


Jack Keir, American College of Life Underwriters, Chairman 

Harold C. Krogh, Graduate School of Business Administration, Kansas University 
Oscar R. Goodman, Northwestern ei 

Jonas E. Mittelman, San Francisco State College 


Program Committee 


John S. Bickley, The University of Texas, Chairman 
John F. Adams, Temple University, ex officio 

Wm. T. Beadles, Illinois Wesleyan University, ex officio 
Kenneth Black, Jr., Georgia State College 

William O. Cummings, Life Insurance De aod Management Association 
Davis W. Gregg, American College of Life Underwriters 
Clayton G. Hale, The Hale & Hale Company 

Robert A. Hedges, University of Illinois 

David A. Ivry, The University of Connecticut 

Harry J. Loman, University of Pennsylvania 

John D. Long, Indiana University 

Robert I. Mehr, University of Illinois 

James C. O’Connor, National Underwriter Company 
Ross M. Trump, hey me University 

Michael T. Wermel, California Institute of Technology 


Public Relations Committee 


Robert W. Osler, Underwriters National Assurance Company, Chairman 
Mark R. Greene, University of Oregon 
James C. O’Connor, The National Underwriter Company 


Research Committee 


John Adams, Temple University, Chairman 

Theodore Bakerman, Duquesne University 

Edison Bowers, Ohio State University 

Harry Brooks, American Institute for Property and Casualty Underwriters 
John Cowee, University of California 

O. D. Dickerson, Florida State University 

Richard Heins, University of Wisconsin 

Chester Kellogg, Alfred M. Best Company, Inc. 
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Irving Pfeffer, University of California 

Robert W. Strain, Texas State Board of Insurance 
William H. Wandel, Nationwide Insurance Companies 
Michael T. Wermel, California Institute of Technology 
C. Arthur Williams, Jr., University of Minnesota 


Committee on Summer Fellowships 


Laurence J. Ackerman, University of Connecticut, Chairman 
David Ivry, University of Connecticut 
Richard Kip, American Institute for Property and Liability Underwriters 


COMMISSION ON INSURANCE TERMINOLOGY 


*Davis W. Gregg, Chairman; President, American College of Life Underwriters 

*Ralph H. Blanchard, Professor Emeritus, Columbia University 

*E. J. Faulkner, President, Woodmen Accident and Life Company 

*J. F. Follmann, Jr., Director, Division of Information and Research, Health Insurance 
Association of America 

Alfred N. Guertin, Actuary, American Life Convention 

*J. Edward Hedges, Professor of Insurance, Indiana Universi 

*S. S. Huebner, President Emeritus, American College of Life Underwriters 

*Holgar J. Johnson, President, Institute of Life Insurance 

*Harry J. Loman, Dean, American Institute for Property and Liability Underwriters, Inc. 

*Milton W. Mays, Vice President, America Fore Group 

Carl E. McDowell, Executive Vice President, American Institute of Marine Underwriters 

*Dan M. McGill, Frederick H. Ecker Professor of Insurance, Wharton School of Finance and 
Commerce 

*James R. Williams, Vice President, Health Insurance Institute 

*Hubert W. Yount, Vice President, Liberty Mutual Insurance Company 

And all members of the following committees: 


Committee on Health Insurance Terminology 


E. J. Faulkner, Chairman; President, Woodmen Accident and Life Company 

Robert W. Osler, Editor; President, Underwriters National Assurance Company 

Ralph H. Blanchard, Professor Emeritus, Columbia University 

George Bugbee, President, Health Information Foundation 

John Castellucci, Executive Vice President, Blue Shield Association, Chicago 

O. D. Dickerson, Jr., Associate Professor, School of Business, Florida State University 

C. Manton Eddy, Senior Vice President, Connecticut General Life Insurance Company 

Ardell T. Everett, Second Vice President, Prudential Insurance Company of America 

Jarvis Farley, Secretary-Treasurer, Massachusetts Indemnity and Life Company of America 

J. F. Follmann, Jr., Director, Division of Information and Research, Health Insurance Asso- 
ciation of America 

Moses G. Hubbard, Counsel, Commercial Travelers Mutual Accident Association 

S. S. Huebner, President Emeritus, American College of Life Underwriters 

Jay Ketchum, Executive Vice President, Health Care and Medical Indemnity 

Raymond F. Killion, Second Vice President, Metropolitan Life Insurance Company 

aM. McGill, Frederick H. Ecker Professor of Insurance, Wharton School of Finance and 

mmerce 

John H. Miller, Vice President and Senicr Actuary, Monarch Life Insurance Company 

Wendell A. Milliman, Milliman and Robertson 

Robert R. Neal, General Manager, Health Insurance Association of America 

J. H Smith, Underwriting Vice President, Equitable Life Assurance Society of the U. S. 

yFocen | Sommer, Vice President, Continental Casualty Company 

James E. Stuart, President, Blue Cross Association, New York 

James R. Williams, Vice President, Health Insurance Institute 

William T. Beadles, ex officio; Editor, The Journal of Insurance 

Davis W. Gregg, ex officio; Chairman, Commission on Insurance Terminology 


Committee on Pension Terminology 


Dan M. McGill, Chairman; Frederick H. Ecker Professor of Insurance, Wharton School of 
Finance and Commerce 
Dorrance C. Bronson, Actuary, The Wyatt Company 


* Members of Executive Committee 
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James A. Curtis, Actuary, Milliman and Robertson 

John K. Dyer, Vice President, Towers, Perrin, Forster and Crosby 

James Jehring, Director, Profit-Sharing and Research Foundation 

Laflin C. Jones, Director of Markets Research, Northwestern Mutual Life Insurance Company 

Meyer Melnicoff, Executive General Manager, Planning and Development Department, Pru- 
dential Insurance Company of America 

Carroll E. Nelson, Esq., Nelson & Warren, Inc. 

Ray M. Peterson, Vice President and Associate Actuary, Equitable Life Assurance Society 

Joseph Seligman, Jr., Esq., law offices of Joseph Seligman 

William T. Beadles, ex io, Editor, The Journal of Insurance 

Davis W. Gregg, ex officio, Chairman, Commission on Insurance Terminology 
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PROGRAM 


1959 ANNUAL MEETING 


AMERICAN ASSOCIATION OF UNIVERSITY TEACHERS 


8:00 a.m. 
9:30 a.m. 


12:30 p.m. 


2:15 p.m. 


OF INSURANCE 


Washington, D.C. 
December 28 and 29, 1959 


MONDAY, DECEMBER 28 
C.L.U.-C.P.C.U. Breakfast and Social Hour 


CURRENT DEVELOPMENTS AND PROBLEMS IN 
INSURANCE 
Chairman: John S. Bickley, University of Texas 


HEALTH INSURANCE: Robert R. Neal, Esq., General Manager 
Health Insurance Association of America 


SOCIAL INSURANCE: Robert J. Myers, Chief Actuary, Social Se- 
curity Administration, Department of Health, Education and 
Welfare 


PROPERTY INSURANCE: Ambrose B. Kelly, Esq., General Counsel, 
Associated Factory Mutual Fire Insurance Companies 


LIFE INSURANC2: Eugene M. Thore, Esq., General Counsel, Life 
Insurance Association of America 


Luncheon 


SOCIAL INSURANCE: A PROSPECTIVE VIEW 

The Honorable Arthur S. Flemming, Secretary of Health, Education 
and Welfare 

Chairman: Dan M. McGill, University of Pennsylvania 


WORKSHOP: “THE PLACE OF INSURANCE IN THE COL- 
LEGIATE CURRICULUM” 
Chairman: William T. Beadles, Illinois Wesleyan University 
ORIENTATION ADDRESS—Leslie J. Buchan, Washington University 
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9:00 a.m. 


10:30 a.m. 





GROUP DISCUSSIONS 


Chairman Secretary 
Group A Herbert C. Graebner David A. Ivry 

The American College Univ. of Connecticut 
Group B J. Edward Hedges Jesse F. Pickrell 


Indiana University North Texas State Col. 
Group C John D. Long Grant M. Osborn 
Indiana University Arizona State College 


Group D Donald R. Childress Arthur Mason, Jr. 
Univ. of Oklahoma Washington University 


GROUP REPORTS AND SUMMARY 


TUESDAY, DECEMBER 29 
TESTING TECHNIQUES: AN ANALYSIS AND DEMONSTRA- 
TION 
Robert J. Solomon, Educational Testing Service, Princeton, New 
Jersey 
Chairman: Kenneth Black, Jr., Georgia State College of Bus. Admin. 


SEMINAR ON INSURANCE RESEARCH 
Chairman: John F. Adams, Temple University 


OASI Data—The Basis for an Insurance Industry Employment Re- 
search Program 
Theodore Bakerman, Duquesne University 


Substantive Report of the AAUTI Census Committee 


(A Committee Report) 
William Alrich, THE SPECTATOR, Philadelphia 


Structure of the Life Insurance Industry 

James L. Athearn, University of Florida 

An Inquiry into the Administration and Security Behind Anticipated 
Benefit Rights under Private Pension Plans 

(Pension Research Council Study) 

Dan M. McGill, University of Pennsylvania 

Union Members’ Opinions of Insurance Fringe Benefits 

(Ford Foundation Study being conducted jointly by Theodore 


Bakerman and Ludwig A. Wagner) 
Ludwig A. Wagner, Duquesne University 


A Comparison of European and American Actuarial Techniques in 
the Non-Life Insurance Field 
David B. Houston, University of California, Los Angeles 
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Credit Insurance in Texas 
Kenneth W. Herrick, Texas Christian University 


An Analysis of the Life Insurance Agent Compensation Structure 
Frank J. Schwentker, University of North Carolina 
Retirement Counseling Programs in American Corporations 


(A report on a Ford Foundation Grant Program ) 
Michael T. Wermel, California Institute of Technology 


Current Problems of Cost Control in Health Insurance 
William H. Wandel, Nationwide Insurance Company, Columbus, 
Ohio 


12:30 p.m. Luncheon 


CREF—A Retrospective and Prospective View 

William C. Greenough, President, Teachers Insurance and Annuity 
Association and College Retirement Equities Fund 

Chairman: J. Edward Hedges, Indiana University 


2:00 p.m. BUSINESS MEETING 
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Users include: 
University of Toledo 
Florida State University 
University of Oregon 
Fresno State College 
University of Wisconsin 
Bradley University 

St. Mary’s University 
University of Wyoming 
Ball State Teachers College 
Syracuse University 
Michigan State University 
University of Virginia 
University of San Diego 
University of Houston 
New York University 
University of New Mexico 
University of Alabama 
University of Colorado 


Prudential Insurance Company of 
America, Newark, New Jersey 


University of Washington 
University of Buffalo 

Sam Houston State Teachers College 
West Virginia State College 
University of Omaha 

University of Florida 

Duquesne University 

The City College, New York 

Texas Christian University 
Northern Michigan College 


John Hancock Mutual Life Insur- 
ance Company, Boston, Mass. 


University of Tennessee 
University of California (Berkeley) 
University of Idaho 
University of Kansas City 
Fenn College 

Drake University 

Illinois Wesleyan University 
University of Bridgeport 
Abilene Christian College 
University of Arizona 
University of Pennsylvania 


New England Mutual Life Insurance 
Company, Boston, Massachusetts 


University of North Carolina 
University of Minnesota 
University of Louisville 





Howard E. Clarke, in the C.L.U. Journal, 


says about Mehr and Osler’s 


MODERN LIFE INSURANCE, Revised Edition: 


1955, 747 pages, $6.90 


‘Il keep two 
copies, one for 
circulation, 
the other 
always on hand 
for constant, 
ready 
reference’ 


Central American Life Insurance 
Company, Lubbock, Texas 


State University of lowa 

John Carroll University 
Southern Methodist University 
University of Oklahoma 


Union Central Life Insurance Com- 
pany, Cincinnati, Ohio 


University of Missouri 
Texas Southern University 
Roosevelt University 
James Millikin University 
University of Miami 
University of Pittsburgh 


University of San Francisco 
Mississippi State University 
San Jose State College 
Creighton University 


Connecticut Mutual Life Insurance 
Company, Hartford, Connecticut 


Marquette University 

University of Michigan 

Stetson University 

Wilkes College 

University of Southern California 
University of Mississippi 


Continental Insurance Company, 
Chicago, Illinois 


60 FIFTH AVENUE, NEW YORK 11,N. Y. 
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A Checklist of Currently Published Books in 


The McGraw-Hill Insurance Series 


[] Crist -CORPORATE SURETYSHIP. Second Edition. 441 pages, $6.00 
() Hamilton and Bronson — PENSIONS. 410 pages, $8.00 

1) Maclean — LIFE INSURANCE. Eighth Edition. 675 pages, $6.95 

(1) Michelbacher — MULTIPLE-LINE INSURANCE. 643 pages, $8.75 


[1] Mowbray and Blanchard —- INSURANCE: Its Theory and Practice in 
the United States. Fourth Edition. 580 pages, $6.90 


(] Patterson — ESSENTIALS OF INSURANCE LAW. Second Edition. 
558 pages, $7.75 


(] Reed — ADJUSTMENT OF PROPERTY LOSSES. Second Edition. 
667 pages, $10.50 


(1) Winter — MARINE INSURANCE. Third Edition. 531 pages, $9.00 


(1) Factory Mutual Engineering Division— HANDBOOK OF INDUS- 
TRIAL LOSS PREVENTION. 960 pages, $20.00 


Send for Copies on Approval 


McGraw-Hill Book Company, Inc. 


330 west 42ND sT. NEW YorK 36, N. Y. 
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We are deeply grateful to 


the American Association of 


University Teachers of Insurance 


for their continuing contribution to 


the development of our employees 


and to the growth and stature 


of the insurance industry. 





STATE FARM 
STATE FARM INSURANCE COMPANIES 


HOME OFFICES: BLOOMINGTON, ILLINOIS & 


INSURANCE 
® 
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New York Life 


PRESENTS 


Visual Aids for 
College Classes 


3 motion pictures produced especially 
for use by insurance teachers. 










TAILOR-MADE DOLLARS 


classroom edition 
A realistic narrative explaining the operation 
of a Planned Security Program 


Running time: 40 minutes—16 mm. sound flim 










STRICTLY BUSINESS 


classroom edition 
A personalized story describing business insurance 
and what it can mean to a partnership 


Running time: 40 minutes—16 mm. sound flim 









FROM EVERY MOUNTAINSIDE 


an Institutional fillm—in Technicolor 


A comprehensive view of life insurance at work—for 
the individual, his family and the national economy. 


Running time: 30 minutes—16 mm. & 35 mm. sound flim 












Mr. Robert P. Stieglitz, C.L.U. 


Assistant Vice President in charge of College Relations 
New York Life Insurance Company 
51 Madison Avenue, New York 10, N. Y. 
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| The leading textbook in the field... 
i 


Casualty Insurance 


An Analysis of Hazards, Policies, Insurers, and Rates 
C. A. KULP, University of Pennsylvania 





Authoritative and teachable, this book 
reflects recent developments and innova- 
tions in one of the most complicated areas 
of insurance. It offers clear-cut, analytical 
discussions of hazards and policies, in- 
surers and rates, and the regulation of 
the casualty insurance business. 

Basic principles of casualty insurance 
are emphasized, enabling the student to 


Insurance 


see how theory is applied to practical 
situations. “. . . well-organized, well- 
written, readable, and understandable. 
Dr. Kulp has made a valuable contribution 
to contemporary insurance literature.” — 
Fred R. Niehaus, University of Colorado, 
in “The Journal of Finance.” Third 
Edition, 1956. 28 tables; 635 pp. $8.00 


Principles and Practices 
FRANK JOSEPH ANGELL, New York University 


A comprehensive introductory text- 
book which combines a balanced treat- 
ment of the principles of insurance with 
a clear explanation of the operations of 
insurers and an analysis of various types 
of policies. The general subjects of risk 
and the insurance method of meeting 
risks, the fundamental legal principles, 
and contract provisions and company 
practices common to all insurance are 


carefully developed so that the study of 
specific coverages falls into proper per- 
spective. 

The basic insurance contracts are given 
a complete line-by-line analysis to enable 
the student to understand ail important 
aspects of the main coverages, and to 
evaluate the variations among these cov- 
erages. Instructor's Manual available. 
1959. 42 ills., tables; 894 pp. $7.50 


Economic and Social Security 


Public and Private Measures Against Economic’ Insecurity 
JOHN G. TURNBULL, University of Minnesota, 
C. ARTHUR WILLIAMS, Jr., University of Minnesota; and 
EARL F. CHEIT, University of California 


This carefully planned textbook dis- 
cusses the various public and private 
measures for extending economic security. 
It builds a set of analytical devices and 
then uses these devices to evaluate the 
private and social insurances and assist- 
ances involved in such problems as old 
age and death, occupational disability and 
non-occupational illness, unemployment, 


and substandard working conditions. 
The book considers both the social and 
the political consequences of those pro- 
grams designed to alleviate, prevent, and 
regulate economic insecurity. “A very 
useful book in a field not otherwise well- 
covered. I like its breadth of coverage.” 
—John Perry Miller, Yale University. 
1957. 75 ills., tables; 539 pp. $6.75 





THE RYONALD Press COMPANY 
15 East 26th Street, New York 10, New York 
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GUIDE T0 
ACCIDENT & SICKNESS INSURANCE 


Revised Edition, 1959 


by R. W. OSLER 
(Co-author, “Modern Life Insurance,” 
Elizur Wright Award winner) 


(New chapter organization; several rewritten chapters; a unique 
new chapter on programming A&S benefits; all discussions and 
statistics brought up-to-date. ) 
Supplementary text for “Principles” or the basic “Life” 
course. Collateral reading for Economics. A brief text 
covering basic principles, policy construction, contractual 
ye underwriting, rating, reserves, and uses. Care- 

y indexed. Questions and problems after each chap- 
ter. Grader’s guide available. 

68 pp. Soft-bound: $2.50 


CONTENTS: Economic Importance; Policy Ingredients; Classes; Nature of 
Benefits; Policy Provisions; Uniform Provisions; Ap lication ; "Underwrit- 
ing, Rating, Reserves; Claim Procedures; Planning Needs; State, Social, 
Cooperative Coverages; Regulation; History and Development; Glossary of 


GUIDE TO LIFE INSURANCE 


3rd Edition 
by R. W. OSLER 
and C. C. ROBINSON 


Supplementary text for “Principles” course. Condensed 
reference for “Life” or advanced life courses. Collateral 
reading for Economics. 

An up-to-the-minute authority in concise, rapid readin 
style. Invaluable for supplemen assignment and col- 
lateral reading. Vere range of material in one book. 
Perfectly organized. High-interest peer Questions and 
problems after each chapter. Grader’s guide available. 

207 pp. Cloth bound: $2.50 


CONTENTS: Cost Factors; Policies and Uses; Industrial-Group- 
Wholesale, Etc.; Policy Provisions; Types Companies; Govt. Pension 
Plans; Uses of Life Insurance; The Industry. 








THE INSURANCE SALESMAN 


Monthly Life — A & S Journal 


Published by The Rough Notes Co. 


Largest of all the Life and A & S business journals, 
with almost twice as many subscribers as any other 
journal in its field requiring direct payment of sub- 
scriptions. Gives student practical view of the Life 
Insurance business, acquaints him with current prob- 
lems and trends. 


Annual subscription rate: $3. 





THE ROUGH NOTES COMPANY, INC. 


Insurance Publishers Since 1878 
1142 N. Meridian Street Indianapolis 6, Indiana 
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A New Book... 


RETIREMENT AND INSURANCE PLANS 
IN AMERICAN COLLEGES 








By WILLIAM C. GREENOUGH, President 
and FRANCIS P, KING, Research Officer 
of Teachers Insurance and 

Annuity Association 

and College Retirement Equities Fund 
New York, N. Y. 





Contains a comprehensive survey of benefit plans in more than 1,000 colleges and 
universities and includes an individual description of each institution’s retirement 
plan. A complimentary copy has been sent to each institution covered by the study. 


Written especially for college and university: 
trustees © administrators e faculty members 
¢ faculty committees on staff benefits 
© professors of economics and insurance 


Discusses the philosophy and guiding principles of benefit planning, methods 
of establishing plans, provisions and financing of plans for: 

e retirement e life insurance 

e hospital-surgical-medical insurance 

® major medical expense insurance 

¢ disability income insurance 
Covers important recent advancements in staff benefit planning for teachers 
in higher education, including: 

© federal Social Security 


© development of the combined fixed and variable annuity 
introduction of Major Medical Expense and Disability Benefits protection 





RETIREMENT AND INSURANCE PLANS IN AMERICAN COLLEGES 
may be ordered through your local book store or from the Columbia University Press, 
New York 27, New York. $8.50 less 10% educational discount. 
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A-C-C INSURANCE SERIES 











THE ECONOMICS 
OF LIFE INSURANCE, 3rd Ed. 


By Solomon S. Huebner 


The human life value is shown as the predominating element in our 
affairs. The social and economic importance of life insurance and its far- 
reaching services are explained in easily comprehensible terms. 250 p., $4.00 


LIFE INSURANCE, th Ed. 


By Solomon S. Huebner and Kenneth Black, Jr. 


This well-known and widely-used textbook has been thoroughly revised 
and introduces many new sections, including material on reserve valuation, 
health insurance, and the concept of grading premiums by the size of policy. 
582 p., $6.50 


PROPERTY INSURANCE, 4th Ed. 
By Solomon S. Huebner and Kenneth Black, Jr. 


The new edition of this comprehensive study of the forms and uses of 
property insurance, includes new chapters on Inland Marine Insurance, Avia- 
tion Insurance, and other recent developments in the field. 568 p., $5.50 


APPLETON - CENTURY - CROFTS 
35 WEST 32nd ST. NEW YORK 1, N.Y. 














May be obtained ON APPROVAL! 


(Money refunded within 10 days) 


* Loose Leaf Service 
* Revised Twice A Year 


WERBEL'’ 


GENERAI In YCI ey IDE 





* Always Up To Date 


HANDY REFERENCE GUIDE 
FOR STATE AND CPU EXAMS 


MR. WERBEL received the 1951 AWARD 
given by the Brooklyn Insurance Brokers 
Association for outstanding service ren- 
dered in the field of insurance education. 





221 Hempstead Tpke., 
West Hempstead, N.Y. 
IVanhoe 1-8484 


COST $15 


Each Revision $5.75 
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